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THE FAIR CREDIT CARD ACT OF 1986 



WEDNESDAY, BUY 21. 198« 
U.S. SSNATE, COMBttTTEB ON BANKING, HOUSING, AND 

Urban Affairs, SuBCOMBtrrrsB on Financial Institu- 
TioNS AND Consumer Affairs, 

Washington, DC. 
The subconunittee met at 9:30 a.m., in room SD-638, Dirksen 
Senate Office BuUding, Senator Slade Gorton (chairman o! the sub- 
committee) presiding. 

Present: Senators Gorton, Gam, Hecht, D'Amato, Armstrong, 
Proxmire, Cranston, and Dodd. 

OPENING STATEMENT OF SENATOR GORTON 

Senator Gorton. This morning the subconunittee will hold a 
hearing on three bills pertaining to credit cards. Theee bills grew 
out of an earlier hearing held by this aubcommittee in January 
which focused on proposeils for a Federal credit card usury ceiling. 
The bills under consideration today do not include such a proposal 
but do address themselves to problems identified at that earlier 
hearing. 

The three bills, S. 2140, introduced by Senator Dodd; S. 2264, by 
Senator D'Amato; and S. 2421, which is my own; all address the 
issue of disclosure of terms on credit card solicitations. My own bill 
also includes a provision r^ulating the method used by issuers to 
calculate the unpaid balance against which interest charges are as- 



With respect to the disclosure proposals, it is n^ intention to 
search for a simple disclosure to get the relevant information in 
front of the consumer in a way in which it will be used. 

Disclosed information is of no value if it is so complicated or 
lengthy that it is not used. 

While I recc^nize that disclosure which is not exhaustive leaves 
open the possibility that some element of cost will be unrecc^nized, 
I believe that it is appropriate at the solicitation stage that disclo- 
sures be somewhat more abbreviated than those required at the 
contract stage. 

Indeed, I believe that such a course is in the best interest of con- 
sumers. 

I recognize that the requirement in S. 2421 that the Federal Re- 
serve B<^d require certain balance calculation methods will be es- 
pecially controversial. This biU would require that bank card issu- 
ers use either the average daily balance method or a method more 
favorable to consumers. 

(1) 
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THE FAIR CREDIT CARD ACT OF 1986 



WEDNESDAY, BUY 21, 1986 

U.S. Senate, Committeb on Bankino, Housing, and 
Urban Affairs, Subcommitteb on Financial Institu- 
tions AND Consumer Affairs, 

Washington, DC. 
The subcommittee met at 9:30 a.m.. in room SD-638, Dirksen 
Senate Office Building, Senator Slade Gorton (chairman of the sub- 
committee) presiding. 

Present: Senators Gorton, Gam, Hecht, D'Amato, Armstrong, 
Proxmire, Cranston, and Dodd. 

OPENING STATEMENT OF SENATOR GORTON 

Senator Gorton. This morning the subcommittee wUl hold a 
hearing on three bills pertaining to credit cards. These bills grew 
out of an earlier hearing held by this subcommittee in January 
which focused on proposals for a Federal credit card usury ceiling. 
The bills under consideration today do not include such a proposal 
but do address themselves to problems identified at that earlier 
hearing. 

The three bills, S. 2140, introduced by Senator Dodd; S. 2264, by 
Senator D'Amato; and S. 2421, which is my own; all address the 
issue of disclosure of terms on credit card solicitations. My own bill 
also includes a provision r^ulating the method used by issuers to 
calculate the unpaid balance against which interest chaises are as- 
sessed. 

With respect to the disclosure proposals, it is my intention to 
search for a simple disclosure to get the relevant information in 
front of the consumer in a way in which it will be used. 

Disclosed information is of no value if it is so complicated or 
lengthy that it is not used. 

While I recognize that disclosure which is not exhaustive leaves 
open the possibility that some element of cost will be unrect^nized, 
I believe that it is appropriate at the solicitation stage that disclo- 
sures be somewhat more abbreviated than those required at the 
contract stage. 

Indeed, I believe that such a course is in the best interest of con- 
sumers. 

I recognize that the ret^uirement in S. 2421 that the Federal Re- 
serve Board require certam balance calculation methods wUl be es- 
pecially controversial. This hill would require that bank card issu- 
ers use either the average daily balemce method or a method more 
favorable to consumers. 
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1 the case of an extension of credit subject to a variable 

2 rate, the means for determining that rate; 

3 "(2) any annual or other fee imposed for the issu- 

4 ance or use of that credit card; 

5 "(3) the date by which or the period (if any) 

6 within which payment must be made to avoid addition- 

7 al Bnance charges, except that the creditor may, at his 

8 election and without disclosure, impose no such addi- 

9 tional finance charge if payment is received after such 

10 date or the termination of such period; and 

11 "(4) a statement of how the balance on which the 

12 finance charge is computed is determined. 

13 The Board shall monitor disclosures under this subsection to 

14 assure that they are clear, conspicuous, and accurate.". 

o 
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S.2264 



To amend the Tnidi b Leodiiig Act. 



IN THE SENATE OF THE UNITED STATES 
Hasch 27 QegigUtive dftj, Habch 18), 1986 
Hr. D'Ahato introduced the CoUowing b31; which was read twice uid refeired to 
tanking, Hotuing, and Urban Afiiin 



A BILL 

To amend the Truth in Lending Act. 

1 Be it enacted by the Senate and House of Repreaenta- 

2 lives of the United Stales of America in Congress assembled, 

3 SECTION 1. SHORT TITLE. 

4 This Act may be cited as the "Credit Card Disclosure 

5 Act of 1986". 

6 SEC 2. DISCLOSURE IN CREDIT CARD APPUCAT10N8. 

7 Section 127 of the Truth in Lending Act (15 U.S.C. 

8 1637) is amended by adding at the end thereof the following: 

9 "(c) In any application to open any credit card account, 

10 or in any solicitation which offers to open such an account 

11 without the need for an application to be completed, a card 

12 issuer shall disclose — 
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1 "(1) the annual percental rate used to determine 

2 a finance char^ on any balances; 

3 "(2) the lime period (if an;) within which any 

4 credit extended by means of that credit card may be 

5 repiud without incurring a finance charge, or if no such 

6 time period is provided, the creditor shall disclose such 

7 fact; 

8 "(3) any tninimnm or fixed amount imposed as a 

9 monthly or other periodic finance charge; Emd 

10 "(4) any annual or other charge or fee required to 

11 be paid for the use of the credit card account.". 

12 SEC. 3. REPORTING TO THE BOARD OF GOVERNORS. 

13 Section 136 of the Truth in Lending Act (15 U.8.C. 

14 1646) is amended— 

15 (1) by redesignating subsection (b) as subsection 

16 (c); 

17 (2) by inserting after subsection (a) the foUowing 

18 new subsection: 

19 "(b) The issuer of any credit card shall submit quarteriy 

20 to the Board the information required to be disclosed by sec- 

21 tion 127(g). The Board shall make such information available 

22 to the public upon request, and shall report such information 

23 annually to Congress."; and 
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1 (S) 1^ Bbikiiig out "gubsection (a)" in subsection 

2 (c), as redesignated, uid inserting in lieu thereof "sub- 

3 sections (»i and (b)". 

4 SBCTION-BT-SBOTION ANALT8IS 

5 Currently, section 127 of the Truth in Lending Act (15 

6 U.S.C. § 1637) requires disclosure of certain information re- 

7 garding an open-end consumer credit plan before opening an 

8 account. This has been interpreted by the Federal Heserve 

9 Board in 12 C.F.B. S 226.5(b)(1) as requiring disclosure 

10 "before the first transaction is made under the jdan." Thus, 

11 disclosure is not required in the application. Section 2 of this 

12 bill requires additional diBclosure in an application for a credit 

13 card, as it is at the application stage that most consumers 

14 make the decision to obtain a credit card. However, less in- 

15 formation is required in the application than must currentiy 

16 be disclosed before the first transaction, since the goal of such 

17 disclosure is to permit easy comparisons between credit card 

18 plans. 

19 The information to be disclosed porsuant to this amend- 

20 ment must meet the requirements to section 136 of the Truth 

21 in Lending Act (15 U.S.C. § 1646), which requires informa- 

22 tion to be disclosed "clearly and conspicuously, in accordance 

23 with regulations of the Board." Moreover, that section also 

24 requires the terms "annual percentage rate" and "finance 

25 charge" to be more conspicuous than other information 

26 except that relating to the identity of the creditor. 
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1 Under sectioii 136 of the TniUi in Lending Act (15 

2 U.S.C. g 1646), the Board ia authorized to collect, publish, 

3 and provide limited diBsemination to the public of annual per- 

4 centage rates charged for nonsale credit by creditors, and it 

5 may require such creditors to submit the information to the 

6 Board. Section 3 amends this provision by adding a require- 

7 ment that credit card issuers submit the annual percentage 

8 rate, along vnth grace periods, miTiiTiiiini finance charges, and 

9 amiual fees, to the Board, which mil make such information 

10 avtul&ble to the public upon request and in an annual report 

11 to Congress. This will provide a meuis for better disclosure 

12 of information regarding credit cards, contributing to the efS- 

13 cient working of the muket. 

O 
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1 (3) by striking out "subsection (&)" in aubsectioD 

2 (c), as redeBignated, and inserting in lieu thereof "aul>- 

3 sections (a) and (b)". 

4 8BCTION-BT-8BCTIOR ANAI.T8I8 

5 Currently, section 127 of the Truth in Lending Act (15 

6 U.S.C. § 1637) requires disclosure of certain information re- 

7 garding an open-end consumer credit plan before opening an 

8 account. This has been interpreted by the Federal Reserre 

9 Board in 12 C.F.R. § 226.5(bKl) as requiring disclosure 

10 "before the first transaction is made under the plan." Thus, 

11 disclosure is not required in the application. Section 2 of this 

12 hill requires additional disclosure in an apphcation for a credit 

13 card, as it is at the application stage that most consumers 

14 make the decision to obtain a credit card. However, less in- 

15 formation is required in the application than must currentiy 

16 be disclosed before the first transaction, since the goal of such 

17 disclosure is to permit easy comparisons between credit card 

18 plans. 

19 The information to be disclosed pursuant to this amend- 

20 ment must meet the requirements to section 136 of the Truth 

21 in Lending Act (15 U.S.C § 1646), which requires infomur 

22 tion to be disclosed "clearly and conspicuously, in accordance 

23 with regulations of the Board." Uoreover, that section also 

24 requires the terms "annual percentage rate" and "finance 

25 charge" to be more conspicuous than other mformation 

26 except that relating to the identity of the creditor. 
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2 

1 "(2) the GOoditionB under which a finance charge 

2 may be imposed, including the time period (if any) 

3 witliin which any credit extended may be repaid wiA- 

4 out incurring a. finance charge, or, if no such time 

5 period is provided, the creditor shall disclose such fact; 

6 and 

7 "(3) the annual fees and other charges, if any, ap- 

8 plicable to the issuance or use of the credit card. 

9 "(dKD For any open end credit plan involving a credit 

10 card under which credit may be extended by a party otiier 

11 than the provider of goods or services, the balance upon 

12 which finance charges may be imposed shall be computed 

13 using an average diuly balance method or any alternative 

14 method which results in lower finance charges than the aver- 

15 age duly balance method. 

16 "(2) The Board shall by regulation prescribe criteria 

17 under which a balance calculation method may be deemed to 

18 be an average daily balance method or an alternative method 

19 which results in a lower finance charge for the purpose of 

20 paragraph (1). Such regulations shall — 

21 "(A) permit issuers of credit cards to adopt grace 

22 periods during which credit is extended without incur- 
33 ring a finance charge, but shaU not require the adop- 
24 tion (rf such a grace period; and 
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1 "(B) permit issuers of credit cards vitJi cash sd- 

2 vance features to adopt different grace periods for cash 

3 advances than for credit advances, if an; such different 

4 period is clearly disclosed.". 

O 
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Senator Gorton. I must tell the witnesses that a Banking Com- 
mittee markup of the housing bill has been scheduled for 11 o'clock 
this momii^. We will, therefore, have to move fairly quickly 
through the testimony. I intend to limit my oral questioning to give 
my coUeagues additionfil time, but I do anticipate having written 
questions for all of the witnesses. 

Senator Proxmire. 

Senator Psoxmikb. I have no opening statement. 

Senator Gorton. Senator D'Amato. 

Senator D'Amato. I think Senator Hecht has a brief statement. 

Senator Gorton. Fine. Senator Hecht. 

OPENING STATEMENT OF SENATOR HECHT 

Senator Hecht. Thank you, Mr. ChairmEin. I'm sorry I have some 
other hearings that I have to be at this morning. I was at the last 
hearing dealing with credit cards and I want to point out one 
m^or point. 

I am very concerned about Government or this committee ever 
l^islating meuiagement. It appears that there is competition at the 
moment on interest rates pertaining to credit cards. In my opinion, 
the market is working right now and competition usually brings 
the best prices to the consumer. So I understand what you're 
trying to bring out today and go over all of this and I commend you 
for it, but we always have to watch out that we don't start l^islat- 
ing management. 

Senator Gorton. Thank you. Senator. 

Senator D'Amato. 

OPENING STATEMENT OF SENATOR D'AMATO 

Senator D'Amato. Thank you very much, Mr. Chairman. 

First of all, let me commend you for holding this heiiring. I'm 
going to ask that the full text of my opening statement be placed in 
the record as if read in its entirety. 

Senator Gorton. Without objection, it will be. 

Senator D'Amato. Let me attempt to summarize. Maybe in my 
sunmiary I'll go longer than the prepared remarks. 

Mr. Chairman, I've heard a lot about the free marketplace, com- 
petition. That just hasn't existed. There's been an absolute cabal 
amoi^ the largest 10 issuers with 1 or 2 exceptions, notably Manu- 
facturers Hanover which dropped its rate 2 percent, but the others 
are all 19 percent and above. 

In previous testimony before this committee regarding high in- 
terest rates we heard — "Oh, that doesn't account for too much, 
only 36 to 50 percent of the cost of the credit cards are interest sen- 
sitive," and yet while the interest that the banks have got to pay 
for borrowing money has come down in some cases 150 percent 
where they were paying as much as 16 percent in 1981, down to 6.5 
to 7 percent, we have not seen any of those savings passed on to 
the consumers and, indeed, what the three bills attempt to do 
today— S. 2264, S. 2140, S. 2421— all in their respective ways, intro- 
duced by you, Mr. Chairman, Senator Dodd and myself, seek to get 
information out to the public so informed choices can be made. 
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And I have to say I can't understand the Federal Reserve posi- 
tion, Governor Rice's position. My God, you're absolutely against 
giving the marketplace the opportunity to work — "Don t let the 
consumers have that information because somehow if they get it 
then maybe th^ will he&n to comparison shop." When I received 
this information, that's what I did. I did it because I learned from a 
colleague that you could get a MasterCard or a VISA card at an 
out-of-State bank, one that would be respected wherever you went. 
I didn't know that. I figured they've got their own little card and if 
you tried to shop in New York or Washington they'd say, "No," 
and I pay 12.5 percent as opposed to the 19.6. 

I note that two larger bfmks have dropped their rates tremen- 
dously, for example 14.9 percent, DIME savings bank. I think the 
Drydock also came down. Testimony stating that the administra- 
tion costs of this credit cards are so high is countered by the Nilson 
Report which shows that in terms of the operation of the banks 
that the greatest profit margin which is about 5.3 percent return, 
onnes in the credit card Eu*ea. No wonder why, the 10 largest domi- 
nate the market. They all p^ their rates at about 19 percent plus. 
Where can people shop? 

And then we've got the Federal Reserve testifying that "We 
can't even endorse disclceure. We're not in favor — you don't need 
disclosure." Now it's one thing for the Fed to oppose a floating cap, 
however I find it hard to justify a position that does not even en- 
dorse disclosures to get interest rate information out to the public. 
I think it's a rather sad commentary because what you're doing is 
limitJTig the abiUty of the free market system to operate. If con- 
sumers are unaware of price competition, that there are rates 
available that they cein get the same services and indeed save 6 
and 7 percent, then the competitive forces of the market cannot 
work. 

So, Mr. Chairman, I think at the very least, we should enact 1%- 
islation containing truth-in-lending and disclosure provisions such 
as those contained in S. 2264. I do not have pnde in authorship, 
however it is imperative that the committee enact l^istation that 
makes this information available to the public so we can drive those 
rates down. 

When Mr. Rice testifies — and I read your testimony very careful- 
ly — he wonders about whether consumers really care about receiv- 
it^ this information. Be assured, Mr. Rice, that they do. The fact of 
the matter is our office received 100,000 inquiries as to where they 
could get this card or a card like it at banks that offer lower inter- 
est rates. 

I would suggest that we have an obligation of making that infor- 
mation available to end the practice of legal usury inflicted on the 
consumer. You don't need usury laws unless people £u*e pursuing 
usurious policies, and that's exactly what's taking place. Many card 
issuers are mnlcing a profit five times greater than their average in 
this one area. Therefore, I think we have an obligation to enact \eg- 
islation that attempts to permit the fiee market system to really 
work. 

Thank you. Mr. Chairman. 

[The complete prepared statement follows:] 
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Statement of Senator Auonsb M. D'Amato 

niia morning we are ezamining three bills, S, 2264 the Credit Card Diacloeure Act 
of 1986 which I introduced, S. 2140 introduced by Senator Dodd and S. 2421 intro- 
duced by Senator Gorton. With the exception of a few minor differences, the pur- 
pose of the bills are the same. They are all designed to promote competition in the 
marketplace for credit cards by requiring disclosure of material information to 
credit card holders. The information that each bill requires credit card issuers to 
disclose on credit card solicitations end applications will provide consumers with 
useful information that they can use to comparison shop. 

One of the most important features of any disclosure legislation is tiiat informa- 
tion r^arding dilferences in the cost of credit cards is widely disseminated. S. 2264 
contains such a provision. I know that some critics of the bill will argue that con- 
sumers aren't interested in this information. However, if consumers become aware 
that some credit cards offer lower and more beneScial rates than others, then I 
guaranty that they will become interested in infonnatton that allows them to com- 
parison shop. 

After a review of some of this morning's testimony I must admit my amazement 
to see that some of the witnesses oppose the disclosure provisions that are before 
the subcommittee. Such a position is irresponsible and represents a contempt for 
consumers. During our last hearing the critics of an interest rate ceiling vehemently 
opposed a provision in S. 1922, the Credit Cardholder Protection Act, that estab- 
li^ed a 4 percent cap based on the prime rate. They complained that a floating ceil- 
ing would interfere with the free market. Their lamentations still ring in my ears: 
"Senator D'Amato let the free market work; there is plenty of competition in the 
marketplace but administrative costs are sutji that we need to chaige 19 or 20 per- 
cent to make any profit on our credit card operations." 

In response to the anguished pleading of the free marketers, I proposed that the 
free market could fiinction best if consumers had adequate and comparative infor- 
mation regarding credit card interest rates, charges and fees. The free market can 
work only if consumers can shop for the best rates and thereby create true price 
competition in the marketplace. The restoration of price competition will reveal the 
hoax that many card issuers have perpetrated on the American consumer because 
interest rates will begin to come down. The hoax about the administrative costs 
eating up earnings on credit cards already has been partially revealed by the Nilson 
Report and 1 ask that a copy of a chart contained in that report be included in the 
record. The chart contains a breakdown of the costs to a bank's credit card oper- 
ation and reveals that the profits generated from these operations are five times 
greater than the profits generated from other banking activities. Moreover, the 
Hoax is being revealed because institutions such as the Dime Savings Bank and 
Manufacturer's Hanover have lowered their rates and eroded the market share of 
the 10 largest bank card issuers. How can these banks and institutions charging 
even lower rates continue to make money — are the administrative costs really that 
much higher at the big banks charging 19.6 percent? I doubt it because economies of 
scale dictate that the bigger the bank^ credit card operation the lower the adminis- 
trative cost. 

To thoee who claim that consumers aren't interested in learning of lower rates, I 
cite the interest generated among my constituents from the last hearing. My office 
has received 100,000 written inquiries in addition to hundreds of phone calls con- 
cerning the availability of low-cost credit cards. Consumers are interested in this in- 
formation. Very few people would pay more for the same goods and services if they 
could be purchased elsewhere at the same expense. I am sure that credit cardhold- 
ers possess the basic instinct of all consumers: They would be bargain hunters if 
only they knew where to find the bargain, 

I am frankly dionuiyed by those who oppose the concept of additicHud disclosure 
because they reveal uieir HiaHain for their customers and consumers in general. 
They care nothing about the free market when the free market would result in a 
lowerinjg of their profit margins. T^teir opposition to l^islation that would restore 
competition to this market by lifting the conspiracy of sUence which presently exists 
demonstrates their desiTe to continue gouging consumers while attempting to justify 
their actions 1^ espousing free market rationales. I can not sit idly and witness the 
continued gouging of the American public. 

I look forward to working with my colleagues to draft legislation that will enable 
credit card holders to shop for rates in a tnuy competitive marliet. 

Senator Gorton. Mr. Chairman Gam. 
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Senator Gabn. Mr. Chairman, I have no statement I just thank 
you for holding these hearings. 

Senator Gorton. Senator Cranston. 

Senator Cbanston. I join with Senator Gam. 

Senator Gorton. Thank you. 

Governor Rice, we are pleased to have you back in iront of the 
conmiittee again and we would be happy to he^ your testimony. 

STATEBfENT OF EMMETT J. RICE, GOVERNOR. FEDERAL RE- 
SERVE BOARD, ACCOMPANIED BY GRIFFITH L. GARWOOD, DI- 
RECTOR, DIVISION OF CONSUMER AND COMMUNITY AFFAIRS, 
FEDERAL RESERVE SYSTEM 

Mr. Rick. Thank you, Mr. Chairman. Mr. Chairman, with your 
permiasion, I have with me this morning, Mr. Griffith Garwood, 
the Director of the Division of Consumer and Community Affairs. 
Senator Gobton. We're happy to have him with you. I hope both 
of you will move those microphones a Uttle closer to where you're 
speaking so everyone in the audience can hear you. 

Mr. Rici. Mr. Garwood knows a great deal more about the sub- 
ject we're ^ing to be discussing this morning than I do and I'd like 
your permission to lean on him whenever I need to. 

Seiuitor Gorton. We'U be happy to hear from him whenever you 
wish. 

Kir. Rick. Thank ypu. I have a shortened version of the state- 
ment that I submitted. 

Senator Gorton. Fine. Your full written statement will be in- 
cluded in the record as if read in full. 
Mr. Rice. And I may proceed with the shortened version? 
Senator Gorton. You may. 
Mr. Rk:k. Thank you, Mr. Chairman. 

blSCLOSUHB RBQUISEMKNTS OF THE THHEE BUJ^ 

I ai^reciate the opportunity to appear before this committee to 
Aianum the disclosure requirements dealing with credit card appli- 
cationa and solicitations: S. 2140, S. 2264, and S. 2421. All three 
bills would add an early disclosure requirement to the Truth in 
Lending. Act for open end credit card plans. S. 2421 is narrower 
than the other bills in that it deals only with disclosures in mail 
sfdidtations, though it also addrrasee the balance computation 
methods used by certain credit card issueiB. S. 2264 would also re- 
quire credit card issuers to report certain cost terms to the Board, 
and would require Hoe Bom^ in turn to make this information 
available to the public and to report it annually to the Congress. 

Currently, the law requires early disclosures only when creditors 
engage in ^vertising. Slolicitations for credit are thus eubject to 
some truth in lending disclosure requirements, since they are con- 
sidered Eidvertisements under the statute and the Board's imple- 
mrating r^ulation, r^ulation Z. Whenever certain credit terms 
are stated m an advertisement, the creditor must give additional 
information about the credit plan. 

If none of the specified credit terms is stated in the solicitation, 
however, the law does not require that cost information about the 
plan be given. Under the current law, consumers must be given 
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full disclosure of the terms and conditions of the credit card pro- 
gram no later than the time they receive the card. Therefore, con- 
sumers do have an opportunity to review all of the terms and con- 
ditions before using the account. 

The proposed bUls go beyond the present act by requiring the 
creditor to include certain cusclosurea in any application or soucita- 
tion for a credit card plan, without regard to whether the creditor 
mentions a particular term. 

The issue of how much disclosure to require in advertisements 
has been considered by the Congress, most recently in 1980 when it 
simplified the Truth in Lending Act. At that time, the Congress cut 
back on the disclosures required in open end credit advertisements 
in the hope that reducing the disclosure burden would promote 
more advertising, thereby increasing competition. Requiring disclo- 
sure in all applications whether or not the application is rart of a 
mail solicitetion might have the adverse effect which the CongresB 
sought to avoid in 1980. 

We are inclined to think that given the limited scope of the in- 
creased disclosure in S. 2421 it would not have that effect. Our im- 
pression is that many card issuers are already including in their 
mail solicitations much of the disclosure information proposed in 
the bill and presumably have not viewed this as an impedmient to 
advertising. 

COMPUTATION METHODS 

S. 2421 would also require nonretail credit card issuers, such as 
banks, to use one particular method — the average daily balance 
method — in calculating the finance chaise, or an alternative 
method that results in a lower finance charge. 

Many of the other terms required to be disclosed, such aa the 
annual fee or the annual percentage rate, are straightforward and 
easy for consumers to understand. The way the creditor figures the 
balance to which it will apply the annual percentage rate, however, 
is not so easily understandable. Consequentiy, a creditor might sat- 
isfy the truth in lending requirement by explaining how it calcu- 
lates the customer's balance, the customer may not be able to fully 
appreciate how one creditor's method differs from another. 

One approach to this problem is the one taken by S. 2421; that is, 
toprohibit all balance computetion methods except one. 

While S. 2421's approach to balance computation may ha^ some 
appeal, it may affect both the operations and yields of some credi- 
tors. If adoption of this approach resulte in increetsed operational 
costs or reduced revenue, the issuer is likely to pass such costs on 
to its customers in some way or another. It is uncertain, therefore, 
whether the benefit of having a urdform balance computation 
method would exceed the etssociated coste to consumers after such 
adjustments have taken place. 

And we have more fundamental problems with this aspect of S. 
2421. Traditionally, balance computation methods, like ouier yield- 
producing terms, such as interest rates, the amount of transaction 
charges, late changes, et cetera, have been regulat«d by the Stetes. 
Because the States consider all determinants of the cost of credit in 
fashioning their r^ulations, they probably are in a better position 
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to regulate the balance computatioii method in relationship to 
other credit terms. Rate regulation has been an important State 
function and we suggest great caution in overturning this tradition, 
particularly on a piecemeal basia. 

An alternate approach to the problem is to seek increased con- 
sumer awareness of balance computetion methods. One way of 
doing this involves educational efforts on the part of industry and 
consumer groups. 

STUDY ON COMPABATIVB COST 

S. 2264 would require each credit card issuer to report to the 
Board on a quarterly basis the avertige annual [>ercentage rate and 
any annual or other fee applicable during the preceding quarter. 
While this idea may seem appealing on initial examination, there 
are a number of questions about its usefulness and cost that need 
to be ctxisidered. The Federal Reserve is currently analyzii^ the 
resulte of a study conducted at the request of the Congress to meas- 
ure the benefits of providing consumers with comparative cost in- 
formation about closed end credit Its findings ^ould provide a 
means of better evaluating the use that consumers make of pub- 
lished lists of comparative rate date. The Board suggests postpon- 
ing action in this area until the results of the demonstration 
prasject are available. 

In conclusion, Mr. Chairman, the Board believes in fiiU disclo- 
sure, both because it is the fair way to deal with consiuners and 
because it aids the competitive process. However, given the exten- 
sive disclosures already required by truth in lending when the con- 
sumer receives the credit card, and the fact that many credit card 
issuers already supply much of the proposed information in their 
solicitetions, we are not sure that l^islation is needed. On the 
other hand, we believe that the burden of the disclosure provisions 
contained in S. 2421 would not be substantial. In contrast, we be- 
lieve the scope of S. 2140 and S. 2264 is too broad, particularly in 
that the bills require disclosures in all applications. 

With regard to S. 2421, we appreciate the difficulties that some 
ctmsumers may have in comparing balance computetion methods. 
However, because these methods have been a matter of State law 
for BO long and because they are so intimately tied to other Stete 
immsions, we do not favor this portion of S. 2421. In addition, the 
provision in S. 2264 for reporting credit cost terms te the Board is 
potentially costly, and untU the Board completes its analysis of the 
demonstration pnyect on closed end credit rates, we cannot be sure 
about the extent c^ the benefite of such compilations. 

Iliaiik you, Mr. Chairman. 

[The complete prepared stetement foUows:} 
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Sraator GOBTON. Thank you, Governor Rice. Ab I said, we are 
always happy to have you here. I can only comment that it seems 
to me that the pOBition of the Federal Reserve Board would be 
analogous to tellmg those who solicit to sell insurance policies that 
tbef could do so without telling the potential customer either the 
face amount of the insurance policy or the premium, and that it 
would be perfectly appropriate if those two facts were only dis- 
closed after you had ordered the policy and received it. 

But except for that comment, I will, because of the constraint of 
time, submit my questions to you in writing and turn you over to 
the ten<ter mercies of Senator D'Amato. 

Senator I^Auato. Mr. Chairman, first, I would ask that a copy 
c^ the Nilson Report that I alluded to before be included in tlie 
record. 

Senator Gorton. Without objection. 

[The following report and responses to questions of Senators 
Gorton and D'Amato were subsequently submitted for the record:] 
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3 Senator Gorton's Questions 

ibject to th 

s dIfMculty conplying 
with a federal disclosure requirement than would banks, which are typically 
subject to only a single state's requirements. What then. Is the Federal 
Reserve's recoMwndatlon? Should we preempt state disclosure statutes for 
these solicitations, or should we drop retailers from the b111T 

Answer: When we stated in our testimony that retailers ny have 
■ore difficulties with disclosing their credit card terms, we were referring to 
the fact that they are generally subject to the laws of the states in which 
their custOMers reside, unlike national banks which are able to export the 
credit card interest rate that is allowed by the state In which they are located. 
(This ability of national banks is based on S aS of the National Bank Act and 
the Supreae Court's decision In Marquette National Bank vs. First Owaha Service 
Corp. . 439 U.S. 299 (1978).] As a result of this difference, some reUHers 
will be required to disclose multiple credit terms under the different state 
laws, while national banks would be able to Impose and disclose, for example, 
one annual percentage rate for the entire country. Thus, the burden associated 
with the new disclosure requirements might be greater for retailers. 

In our opinion, preempting state disclosure laws would not address 
the potential proble« since the differing state laws regarding credit terms 
are the source of the potential problea. 

We do not believe that the can^Hance problems for retailers are so 
great as to warrant exe^itlng retailers from the bill. Tills Is particularly 
the case If the bill continues to require disclosures only In mail solicitations. 
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Q.Z . Sone retail cards, such as J.C. Penney's, can be used for credit 
at locatlons'other than the parent retailer, though the predoNlnance of their 
use Is at the parent company. In your opinion. Is there any ambiguity over 
whether such cards are covered by the balance calculation requirement of S. 
24Z1. which applies to credit extended by a party 'other than the provider of 
goods and services?' 

Answtr : While it could be argued that the language is unclear, our 
reading of S. 2421 did not lead us to conclude that retail credit cards that 
can be used for credit at locations other than the parent retailer were subject 
to the balance computation requirement in S. 2421. Any such ambiguity could be 
dealt with by the li^ilementlng regulations. 

1).3 . Uould you reconmend that disclosures apply to credit plans 
which are not associated with a credit card? For exanq)1e, the replicas of 
checks that are nailed to consumers telling them they have a 'Guaranteed 52,000' 
if they bring the checli in, but which fail to disclose the annual percentage 

Answer: I believe that many of the factors you stated in introducing 
S. 2421 may be applicable to both open-end and closed-end credit plans which 
do not involve credit cards. As a result, the Congress could consider requiring 
disclosure of the most Important credit terms in any mail solicitation for 
credit regardless of whether a credit card is involved. 
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AnMr: Solicitations to Join credit card programs are considered 
•difertlse«ents as that tern It defined by Regulation 1. The rtjjiatlon defines 
the tana 'advert Isaaent' In order to 1q>le«ent Truth In Landing's section 143 
Mhlch sets out disclosure rules for creditors to follow xhen advertising open- 
end credit plans. Since S. 2421 Is alaed at a certain type of advertising — 
that Is, Man solicitations -- It seens nore appropriate to Include any new 
rules on advertising In section 143, rather than in section 1Z7; the latter 
section lists the disclosures required to be given to the consiaer before any 
open-end credit account Is opened -- regardless of whether the consuner Joined 
the credit pro^raa as a result of a mall solicitation. Placing the new rules 
of S. Z4Z1 In the advertising section of the statute will indicate clearly the 
steps card issuers aust follow at the early stage of credit solicitation, while 
in no way confusing thea atMHit the separate requlreMent to conply with the 
additional disclosure rules of section 127 before opening a consueer's account. 
However, placing the provision in J 143 will result In there being no civil 
liability for violation of any new disclosure requlreaents. (The Truth in 
Lending Act does not provide for civil liability for violations of the advertising 
provisions. See S 130 of the act.) 
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eovernor Riccis Responses to Senator OifMto's Questions 



floating cellfna on credit card Interest rates or require additional disclosure. 
Much of your crftldsm has been based upon free Mrket arguwnts and the fact 
that the market Is already very ca^>et1t1ve. Despite your clalns that the 
narket Is coMpetltlve, let me cite you a statistic fron the Hllson Report. 
According to the Mllson Report, bank card Issuers earned 5.31 profits on bank 
cards while the average profit on the overall lending activities of banks in 
1985 Mas .981. The fact that banks earned 5 tines nore on bank card activity 
thin other lending activity suggests a lack of coqietition In the Marketplace 
to me, what does it suggest to you? 

Answer : In response to your first question, let rw review soae of 
the facts that seen to point toward active coMpetition In the credit card narket. 
First, Uie number of credit card issuers Is quite large. Banking Industry 
surveys Indicate that In 1984 approximately 10,000 coaMrcial banks offered 
credit cards. Also, thousands of individual retailers around the country Issue 
their own credit cards. In addition, most of the larger gasoline retailing 
companies offer credit card services. There are several general purpose credit 
cards that are widely accepted, and more specialized credit cards for use by 
airline and car rental customers. Given the large nuoAMr of alternative sources 
□f credit card services, the existing market conditions seem to be conducive to 
active competition among credit card users. 

Other signs of robust competition In the credit card market Include 
entry by new credit card plans, including the Sears Discover Card that is being 
offered nationwide. Entry by thrift institutions and credit unions into the 
credit card market has been quite active in recent years, partly as a result of 
expanded consuner lending powers that these institutions acquired In t9B0. 

Also, as you know, many bank credit card Issuers have broadened the 
geographic scope of their services by seeking new customers In other areas. 
Therefore, 1t seems unlikely that credit terms available in local market areas 
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could r««1n too far out of 11n« for very long with those twing offered by 
banks fron other areas that are seeking to attract new custoaers. 

In this connection, one point that often see«s to be overlooked Is 
the variety of ways in which credit card competition takes place. There appears 
to be a tendency to focus nalnly on finance rates as the sole criterion for 
judging competition. However, depending on the way a cardholder uses the credit 
card, other credit terns May overshadow the finance rate in importance as 
detemlnants of the cost and usefulness of a particular credit card plan. For 
exaaple, about half of all credit card holders usually pay off their entire 
balance within the interest-free grace period, and therefore Incur only a1n1na1. 
If any, finance charges. For these customers, the finance charge presmably is 
Mich less important than other features of the credit card such as the credit 
Unit, the annual fee, and other charges, if any, and the credit qualifications 
that nust be met to obtain the credit card. Accordingly, credit card issuers 
can coivete actively by varying these other dimensions In addition to. or Instead 
of, adjusting the finance rate, depending on the type of credit card user to 
whan they wish to appeal. Given the Targe number of credit card issuers. It 
seens likely that a nuoAer of alternative sources offering different combinations 
of features would be available In most areas. 

As your question suggests, there Is another ii^ortant aspect of 
competition in the credit card nariiet -- the level of profits on credit card 
operations. The best Information available on this subject ctMes from the 
Functional Cost Analysis that the Federal Reserve System conducts annually. 
Since there can be wide variation In profits on any type of lending from year to 
year, and since the banks that participate in the FCA also vary, the results of 
a profit comparison are more reliable if they are based on average results 
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for several years raOier than on data for a single year that atght be distorted 
by unusual cIrcuMstances. Functional Cost data for bank credit card plans for 
the period 197Z tlirough 19S4 shoM that annual net earnings before taxes averaged 
only l.eB percent of balances outstanding. In co^iirlson, net returns on other 
najor types of coonerclal bank lending were significantly higher; net earnings 
on real estate Mortgage loans averaged Z.Z4 percent and net returns on consuner 
Installaent loans and on coMoerclal loans averaged Z.3Z percent and 2.91 percent, 
respectively. TKerefore. the best evidence «s to profitability Indicates that 
credit card profits have not been out of line with returns on other nujor types 
of bank 1e«(d1ng. 

Ulth regard to profitability, the two statistics to which your question 
refers are not colourable, as explained below. As a result, their relative 
size does not provide a reliable insight Into the degree of competition In the 
bank credit card Market. 

The Hilson Report estlMte is based on a one-tine survey of larger 
benks that offer credit cards. Ihe approach taken was deliberately selective, 
and no clafn was made to represent the profitability of a11 coMMrcial banks 
that offer credit cards. Also, the Nilson Report sampling could not obtain 
froa all the banks that were surveyed Information on all of the relevant cost 
and revenue Iteas for credit card operations. Furthennre, the saopled banks 
did not Maintain their accounting systems In unlfoni ways. Therefore, data were 
included or excluded on the basis of whether the information seeaed reasonable; 
and various categories reportedly were coMbined or regrouped 1n ways that 
appeared to result In greater uniformity of treatment. Of course, any estimate 
derived without applying rigorous statistical procedures and with judgawntal 
editing of data is likely to be subject to considerable error. 
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The other statistic referred to In your question — 'the average 
proTft'on overall lending activities Of banks In 1985* of 0.96 percent -- Is 
of an entirely different nature froii the Kllson Report estliute. It Is based 
on Information for all U.S. -chartered Insured coMwrclal banks In the first 
three quarters of 198S. The denoMlnator of the ratio consists of tot*! assets 
of U.S. coMKrclal banks, averaged over the period. Since assets Is a substan- 
tially broader concept than loans outstanding, the use of assets is » denominator 
produces a lower ratio. Horeover, the nuaerator of the ratio Is the profit 
before taxes earned by U.S. connerclal banks on a11 operations, both doMestlc 
and foreign, not Just on lending activities. This neasure Includes not only 
net Interest Incone from loans and InvestMents, but also gains an Investment 
account securities and nonlnterest Income from activities such as trust depart* 
Ment and deposit account services, among others. Given the fact that many of 
these other activities Involve much lower risk than credit card lending, overall 
net earnings would be expected to be lower as a proportion of assets for all 
bank functions combined than credit card earnings would be In relation to the 
assets allocated to the credit card function. 

Equally important to the level of profitability. In ny view. Is the 
decline that has been occurring In credit card rates. Average rates on credit 
card plans at coMKrclal banks have come down slowly during the past year, and 
announcements of rate reductions seen to be occurring more frequently these 
days. The average rate on bank credit cards In early Hay, as reported by a 
SMple of coHKrcial banks, was 18.32 percent, down D.ie percentage points from 
February. Thus, It appears that coapetltlve pressures have been pushing rates 
doMiward, and that any unusual rise In credit card profits Is unlikely to 
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Q.a . On page 7 of your testlMorv you sttte that disclasurei are 
already extensive and you haven't received any consumer coqilalnts. What did 
you expect the* to co«|i1a1n about? That really 1sn)t the point is It? T)fe 
real point is how can consuaKrs readtly co«fiare card Interest rates or have 
access to lists of the lowest card rates in the country- I think that the 
provisions in ly bill that require the card Issuers to report certain InforMa- 
tlon to the Fed and for the Fed In turn to report this annually to the (U>ngress 
or to the public upon request m111 provide consumers access to this Information 
that thsy really want. And believe me they uant it since rny office has received 
over lOQ.OOO Inquiries on this subject. How do you respond to that fact? 

Answer; TTie remarks In our testimony concerning the fact that 
extensive disclosures are already "ade under Regulation Z and that we have not 
received any consuaer complaints are. In our view, relevant to the question of 
whether new disclosure requirements are needed. As Indicated in the testimony, 
these points lead us to be unsure of the need for additional disclosures. 

As for what consumers would complain about If they did conplain about 
the lack of credit card cost Information In solicitations and applications, we 
Hould expect consumers to complain about the amount Of the fees and charges, or 
the annual percentage rate, applicable to use of the card — facts that they were 
not aware of until after they received the card. As mentioned In our testimony. 
Me have not received such complaints. 

The fact that your office has received over 100,000 Inquiries on the 
subject of credit card plans that offer low finance charges does Indicate that 
many consumers are Interested In information about low cost credit card plans. 
However, we are not sure that publication by the Federal Reserve Board of a 
credit card shoppers guide that contains Infonnatlon on well over 10,000 card 
Issuers (Mny offering several different credit card plans) will help consumers. 
Ttie amount of Information that would be In the guide would make It difficult 
for consumers to use, and make the guide expensive to compile and distribute. 
In addition, we are concerned that such a guide could provide Incomplete and 
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Misleading Infonutlon to consuaers, and lead to consiMers applying for credit 
cards with credit card issuers who would not accept them. 

For exanple, the credit card shoppers guide as envisioned would not 
Indicate that nwny card issuers restrict the number of applicants they accept 
or that many Inqiose strict qualifying standards such as 'custoner only* policies, 
geographic limits or significant Minlnum Income standards. These restrictions 
would result In consumers often applying for cards for uhlch they could not 
possibly qualify. Provision for such qualifying Information In the shoppers 
guide, or for more complete Information on available terns {such as rebates, 
travel discounts, and autonatlc Insurance coverage, for example) could 
substantially coi^tllcate the guide -- thereby detracting from its potential 
usefulness -- as well as increase the cost of Its preparation. 

We continue to believe that the costs of collecting, coqilKng, and 
distributing the Information on credit card tenis -- even though they nay not 
be great for card issuers -- would be significant for tue Federal Reserve 
Board. As a result, unless the shoppers guide is going to be useful and provide 
consiaer benefits, we believe the costs of the guide could exceed its benefits. 

As noted In our testimony this past May, the Federal Reserve believes 
that final Jud^Knt on the advisability of incurring the costs of preparing and 
distributing credit card comparative price lists should be deferred until the 
results of the Annual Percentage Rate Demonstration Project become available 
this fall. Tltls study deals with shoppers guides for closed-end credit loans, 
and stMuld provide Information that will help evaluate the benefits and costs 
of preparing and distributing credit card shoppers guides. 
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BURDEN OF DISCLOSURE 

Senator lyAuATo. Governor Rice, let me ask you, you mentioned 
that possibly we ask for too much disclosure and that it might be a 
burden. 

What disclosure under S. 2264 do you think is inappropriate? For 
example, S. 2264 requires that the annual fee be disclosed. Do you 
think tlmt's too burdensome or should that information be made 
available? Should the annual fee be made available? 

Mr. Rice. Senator, as we stated in the testimony that we submit- 
ted, we flavor disclosure. 

Senator D'Amato. Should the annual fee, Mr. Governor, should 
that be one of the aspects that is disclosed? 

Mr. Rice. In mail soUcitation, yes. 

Senator D'Amato. Well, what about the annual fee when a 
person picks up an application from the haxik. or from a credit card 
company or from any institution? Are you suggesting that the 
annual fee be disclosed only in mail solicitations? Are you stating 
that it's too great a burden to disclose this to a person who goes into 
an institution, picks up a counter solicitation at a Sears Center, or a 
bank or any other institution, you mean to tell me its too much of a 
burden to be disclosed whether the fee is $20 or $30? 

Mr. Rice. No, Senator, I just said the annual 

Senator D'AiiIATO. I know you just told me that, yes, in mail. Let 
me ask you this then. What about if a person comes and applies — 
and I would gather that most appUcations are received in person 
where people do their financial business, et cetera. Should a con- 
sumer who comes to a counter and makes application know what 
the annual fee is? Is that a burdensome requirement? Should it be 
there? 

Mr. Rice. Applications are available at any number of places. 
Many of them are available in meigazines. Many of them are avail- 
able in restaurants. These applications are spread out all over the 
place. 

Senator D'Amato. And should the annual fee be a part of it? 

Mr. Rice. And let me just finish the statement. The terms on 
which these credit solicitations are offered may change and then 
the information on applications would be out of date. Under your 
proposal you would have a situation where credit terms that are no 
longer current would be stated on applications and a lot of confu- 
sion, a lot of misunderstanding, could develop as a result of that. 

Senator D'Amato, So therefore, the annual fee 

Mr. Rice. Just to einswer you directly, of course, I'm in favor of 
people knowing what the annual fee is. 

Senator D'Amato. OK. 

Mr, Rice. I was simply pointing to a problem that is associated 
with requiring that that information be put on applications. 

Senator D'Amato. You mean to tell me that if there's an applica- 
tion that a person shouldn't know that there's an annual fee and 
what that fee is? 

FED FAVORS DISCLOSURE 

Mr. Rice. I didn't say they shouldn't know. It would be very nice 
if they knew. It would be a good thing if they knew. 
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Senator D'Amato. Wonderful. So that you're not oppoeed to the 
disclosure of an annual fee? 

Mr. RicB. I said that I was not. 

Senator D'Amato. Whether it's in the mail or whether it's an ap- 
plication you pick up at the institution? 

Mr. Rice. I'm not opposed to disclosure of the annual fee. 

Senator D'Amato. What about the grace period, in other words, 
when the interest starts to run? 

Mr. RiCB. I am certainly not oppoeed to that. 

Senator D'Amato. So that people should know that the interest 
payments that they may be chained immediately or there may be a 
grace period that there's no interest imtil 20 days or 30 days? 
That's relevant, isn't it? 

Mr. Rice. I'm in favor of disclosing such information. 

Senator D'Amato. And what about the interest charges, the 
rates? 

Mr. Rice. I'm in favor of that, too. 

Senator D'Amato. So you're in favor of them getting that infor* 
maUon whether they apply by mail or whether they apply in 
person, fdl that information should be made available to them. So 
that aspect of S. 2264 you're not oppoeed to. But you did mention 
that you're concerned about the cost factors and that S. 2264 m^ 
be too broad eis it relates to reporting four times a year to the Fed- 
eral Reserve what those three costs are; is that correct? 

Mr. Rice. That's correct. 

Senator D'Amato. Do you really believe that an institution is 
being unduly burdened if four times a year it has to report to the 
Federal Reserve what these three areas are — grace period, interest 
rates, annual fee? Is that an undue burden on an institution? 

Mr. Rice. I was speaking of the entire burden, not just to the in- 
stitution but to the Federal Reserve as weU. But let me say first 
that four times a year might be too frequent. Terms probably don't 
change often enough to 

Senator D'Amato. How about twice a year? 

Mr. Rice. That would be better thein four times a year. 

Senator D'Amato. Would you support twice a year? 

Mr. Rice. But, as I said, I was talking about the entire burden. 
The burden to the Federd Reserve of collecting all this informa- 
tion. There would be upward of 7,000 financial institutions, banks, 
reporting this information. 

Senator D'Amato. Well, they report to you every day now, don't 
they? 

Mr. Rice. There would be thousands of retailers, the nonfinandal 
institutions, reporting. The Federal Reserve would have to compile 
all this information and have to figure out a way to distribute it. 

Now it is true that we collect a lot of information irom finfmcial 
institutions, but it's also very, very costly. 

Senator D'Amato. Sure. 

Mr. Rice. And it's very, very burdensome on the finemcial insti- 
tutions. 

Senattn* D'Amato. All right. Let's concede for the moment that a 
report four times a year from an institution, some of which report 
to you daily, to the Federal Reserve may be burdensome — what 
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Mr. Rick. There are very few institutions that report to us daily. 

Senator D'Amato. Four times a yeeir is burdensome to them. 
What about twice a year? 

Mr. Rice. That would be less burdensome. 

Senator D'Amato. How burdensome would twice a year really be, 
and don't you think the American public is entitled to get this in- 
formation? How do they get this information if no one — if you take 
this position that, yes, they should have this information you agree 
that they should have to the consumers? How do we get it to them? 

Mr. Rice. Well, I think that's a problem. 

REPORTS FROM THE FED TWICE A YEAR 

Senator D'Amato. Wouldn't one of the ways be to require these 
issuers to report to the Fed twice a year and in turn have the Fed 
report that information to the Congress twice a year or once a 
year. Then the Congress could make this information available and 
the various consumer groups could come and could see and the pri- 
vate sector could pick up this information and the consuming 
public would have this made avEulable to them with a great dem 
more ease, do you really think that's an undue burden? 

Mr. Rice. Not on the institutions so much as on the Federal Re- 
serve itself. Also, aa I said, the problem of compilation and the 
problem of distribution, it would be like issuing a telephone book. 
It's also a question of the use that the consumers would put this 
information to, and I think that before we do all this we should at 
least look at the results of the demonstration project. 

Senator D'Amato. When wilt the demonstration project results 
be completed? 

Mr. Rice. We expect this fall. 

Senator D'Amato. This fall. Well, Mr. Chairman, I want to thank 
you for the opportunity you've given me. 

Mr. Rice, I d just like to go over one thing. Again, we have estab- 
lished that as it relates to those provisions in S. 2264 that call for 
the disclosure of the gr£ice period, the interest rate, and the annual 
fees, that you're not opposed to that? 

Mr. Rice. No, I'm not opposed to disclosure of those things. 

Senator D'Amato. But ^e only thing that you're questioning is 
whether or not these institutions should be required to report to 
the Federal Reserve aa the method by which the Federal Reserve 
then reports to the Congress, compiles this list and reports what 
these fees are for the various institutions, that you have a question 
on? 

Mr. Rice. Yes. I'm saying that there are costs as well as benefits 
to the proposal and 

Senator D'Amato. Well, wait — cost to the public? 

Mr. Rice. I said there are costs to collectmg, compiling, and dis- 
tributing. 

Senator D'Amato. Who is that cost borne by that we're talking 
about now, the cost that you're concerned with? 

Mr. Rice. It's borne primarily by the Federal Reserve emd, 
second, it's borne to some extent by tiie reporting institutions. 

Senator D'Amato. Well, you mean to the extent that twice a 
year they would have to give three numbers— right, three numbers 
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twice a year— bo we're talking about $1, $2, $3 a year. Is that what 
you're tollting about? 

Mr. Rice. We're also talking about thousands of institutions. 

Senator D'Amato. Now wait a second. We're talking about each 
institution twice a year reporting to the Federal Reserve and 
you're trying to suggest that that should be some way of initiating 
the benefits that are given by disclosure to bring about competi- 
tion? Because I reject that, Mr. Rice. I think that is absolutely 
absurd. It's absurd. If you want to suggest that there is some cost 
associated with us taking this information once a year or twice a 
year irom thousands of institutions, compiling it and passing it on 
to the Congress, I understand that; but don't suggest that the con- 
sumer is going to pay some kind of a burden because the institu- 
tion, the bank, has to send this information twice a year to the 
Federal Reserve. That's ridiculous. 

Mr. Rice. I am saying there are substantial social costs in report- 
ing all this information. There are substantial financial costs to the 
F«leral Reserve. 

Senator D'Amato. Substantial social costs? 

Mr. RiCB. Yes. 

Senator D'Amato. What do you mean by that? 

Mr. RiCB. If you add up the time and resources placed into re- 
porting by thousands of institutions, perhaps even 10,000 institu- 
tions, if you add all that up, that's a substantial amount of re- 
sources. 

CONSUMERS BEING OVEHCHABOED 

Senator D'Amato. What about the substantial amount that con- 
sumers are being overcharged? It seems to me that you don't give 
two hoots and a holler alwut the fact that they are being charged 
nationally 18.6 percent but you're worried about a bank twice a 
year sendii^ thrae numbers to the Federal Reserve. You have gone 
to great lengths to talk about the social cost, the time to 10,000 in- 
stitutions have, but the hundreds of millions of card holders, the 
working middle-class families who are paying billions of dollars 
over and above what they should be, you don't even talk about 
them. What about the social and economic costs they bear through 
payment of usurious interest rates? 

Mr. RiCB. I am also concerned about the financial cost to the Fed- 
eral Reserve. 

Senator D'Amato. I have to tell you, Mr. Governor, I find 

Mr. Rice. I am also concerned ^mut how useful this information 
will be to the consumer when compiled and distributed. 

Senator D'Amato. Well, if the Federal Reserve did a little some- 
thing on their own and went out there and assembled this informa- 
tion, insteeid of this worthless study that you're going through, you 
could do it in 1 day. You should be able to get that information and 
disseminate it to the Congress or disseminate it to the consumer 
^ups. We wouldn't and shouldn't have to be asking for this. But 
inst^ul what you do is look to be a roadblock, you look to impede 
it. You don't want to give the people this information, and you 
come here and testify as if you're working for the credit card insti- 
tutions by seeming to say to heck with the American public. 
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Then you Bay let the free marketplace work. Well, lack of infor- 
mation impedes the marketplace. I don't understand your position. 
I have to drag out of you that reluctantly, yes, you would be for the 
interest rate disclosures; yes, you'll be for the grace period; but you 
don't say that in your testimony. You do everything to impede dis- 
closure — I have to draw it out of you in this memner and cross-ex- 
amine you. I don't understand your attitude. 

Mr. Rice. We said in our testimony that we favored disclosure. 

Senator D'Amato. You say it, but then you wonder whether or 
not we should do it in this mfuiner and we should only maybe do it 
by mail and ignore the methods of disclosure. 

Thank you, Mr. Chairman. 

Senator Gorton. Thank you, Governor Rice. We appreciate your 
appearance here today. 

The previous heetring on this subject took place on Jfuiuary 28 
and late in the morning we suffered the disaster of the space shut- 
tle Challenger and thus were not able to hear from the consumer 
representetives. Because we have limited time today, I am going to 
change the order of the two panels and hear next from Mr. Fox 
and Mr. Holstein so that we are certain that we give them a 
chance. 

We will ask both of you and our further witnesses to limit your 
oral statements to 5 mmutes. Your fiill written statements will be 
included in the record as if read. 

With that, Mr. Fox, we'll start with you. 

STATEMENT OF ALAN FOX, LEGISLATIVE REPRESENTATIVE, 
CONSUMER FEDERATION OF AMERICA 

Mr. Fox. Thank you, Mr. Chairmfin. My name is Alan Fox. I'm 
legislative representative for Consumer Federation of America, 
which is the Nation's largest consumer advocacy organization with 
a membership of over 200 national. State, and local consumer, 
rural, labor, cooperative, senior citizen, and other groups, that to- 
gether have over 30 million individual members Euid we certainly 
appreciate the opportunity to testily on these bills and appreciate 
your changing the order so that we could have a chance to get 
some time in. 

I brought with me a number of mailed credit card solicitations. I 
was going to spend some time on those, but since our time has been 
cut to 5 minutes I won't, except to show you how expensive these 
things already are. This is one from Choice, a very fine outer enve- 
lope. It's got very expensive paper for all the envelopes and a nice 
four-color slick paper brochure, a two-page letter printed on both 
sides. This costa a fair amount and I'm showing it for two reasons. 
One is there is nothing in here about interest rates, ^ace periods. 
There is a disclosure that there is no emnual fee. Otmously, that's 
something the bank would want to disclose under those circum- 
stances. 

But I'm showing it for another reason. That is, I find ridiculous 
the argument that there's going to be a cost burden to bemkB and 
oUier credit card offerers if th^re required to make the very mini- 
mal sorts of disclosures that these tluee pieces of legislation pro- 
pose. 
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The fact is that these solicitations — and I've got them here from 
Choice, i^m Chase MEtobattan, from Citibeink, these are expensive 
padcages of mail with many pieces of paper in them, very well 
printed. I've worked in politick campaigns. I don't think any of 
you gentlemen have used brochures as expensively produced as 
some of these slick Btatements that are in here. 

I think all of these mailings have lots of room and lots of oppor- 
tunity to disclose a very minimal amount of information to con- 
sumers. 

FOUR KEY ELEMENTS TO PBICING 

There are four key elements to pricing smd Senator D'Amato dis- 
cussed three of them and the legislation before us deals with an- 
other one. 

First of all, there's the annual fee or in some cases another peri- 
odic rate or a per transaction rate that's used to substitute for or 
supplement an annual fee. 

Second, there's the interest rate. 

Third, there's the grace period or the lack of grace period. 

Finally, there's the bfdance that's used to calculate finance 
charges. 

Now the first three of those are very, very easy to disclose. They 
are easy to compare and they take up very little room, just as 
there's not any burden on the bank to put these three pieces of in- 
formation on a postcard — it would take a small postcard to send it 
into the Federal Reserve, it would also take very little space to dis- 
close that sort of information and to disclose it clearly and con- 
spicuously on these solicitations. 

But I want to spend most of my time addressing the fourth issue, 
which is the issue of the balance calculation method because those 
methods don't lend themselves to easy solutions through disclosure. 

One key reason for that is that consumers don't understand the 
implications of the different methods that are available. The report 
that was put tf^ether by the University of Virginia School of Busi- 
ness Administration calculates the cost that consumers might bear 
under four different balance calculation methods permitted by Vir- 
ginia law and finds that the variation in finance charges could 
vary by as much as a factor of four. And that's an effect that's 
vastly greater than even the extreme differences in interest rates 
that are available in some jtarta of the market. 

Probably more importantly, purportedly identical methods of cal- 
culating balances can yield very, very different results. I was as- 
suming that I would be appearing after the American Bankers As- 
sociation so I looked at their statement and wanted to rebut some- 
thing which they will say in their report. Their testimony says that 
a table in that Universily of Virginia report shows that three 
banks using the average daily balance achieve very similar results 
when calculating average daily balance based on one account sce- 
nario— f426.527$437.96, and $424.03. 

Well, I have that table here and in fact that $426.52 figure is an 
intermediate step. It's not the final result and this chart very clear- 
ly says tiiat three hanka using what all purport to be an average 
diuly balance method came up with results of $424.03, $437.96, and 
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$810 for the balance on which a consumer wotild have to pay, in 
this case 18 or 21 percent interest. 

So differences in calculation methods that go under the same 
broad heading can vary the amount of finsmce charge in this case 
by a factor of ahnoet 100 percent, the balance that was calculated 
in one instance almost doubling the balance that was calculated in 
another. 

That means that a very brief disclosure of a balance calculation 
method, just saying discloee that it's average daily bzilance, disclose 
that it's end-of-month balance, is going to be meaningless, it's going 
to be misleading to consumeis, and it's going to reward those de- 
ceptive offerers of credit cards who build into their technique, tech- 
niques such as the one that produced that high balance. 

U we were to require disclosure of method in sufficient detail to 
allow comparison, that obviously would be burdensome to everyone 
involved. The particular disclosure that's provided by this one bank 
takes about two pages of single-spaced typed description to come up 
with this bizarre description of average daily balance. 

8TANDABDIZE BALANCE CALCUIATION METHOnS 

Consequently, we strongly support the provisions of S. 2421 that 
standardize balance calculation methods. We believe that if you 
eliminate the differences in balance calculation methods thaf s 
going to force competitors to compete on the basis of those factors 
which are easy to compare and it's going to moke price competition 
much more meaningful to consumers if that's eliminated as a dif- 
ference between cards, that competition must focus on easily un- 
derstood and easily compared terms. 

If balance calculation methods are not standardized, then all of 
the oUier simple and direct disclosures that are suggested by the 
three bills will fall far short of allowing consumers to shop and fall 
far short of allowing consumers to force lenders to compete. 

A failure to standardize balance calculation methods is a little 
bit like requiring retailers to post their prices but allowii^ them to 
define weights and measures any way they want. We have had fair 
weights and measures laws since bibUcal times. It seems to me that 
the balance calculation method issue here is the credit card version 
of fair weights and measures. 

So we endorse the requirement that card issuers use an average 
daily balance method and to eliminate abuses such as the one 
that's documented in the University of Virginia report. We urge 
you to explicitly define the method as one which very tightly would 
prohibit the sort of retroactive calculation of interest that's covered 
there. 

There are a number of other differences between the bills. We've 
discussed those in the written testimony. I want to commend the 
subcommittee and the sponsors of all three bills for advancing 
these very modest euid balanced approaches to credit card pricing 
which will let the consumers make Uie market work. 

Iliank you for your time. 

[The complete prepared statement follows:] 
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Senator Gorton. Mr. Holstein. 

STATEMENT OF ELGIE HOLSTEIN, ASSOCIATE DIRECTOR. 
BANKCARD HOLDERS OF AMERICA 

Mr. Hoi^TEiN. I know that consumer groups often complain 
about being the Ifist up to testify, so I think, as Mr. Fox pointed 
out, we are now leamii^ that when you're the first up to testify 
you're subject to all the slings and arrows of outrageous banking 
industry lobbyists who may follow you, but so be it. 

I appreciate the opportunity to testify today on behalf of the 
members of the Bankcard Holders of America. We have 130,000 
members distributed throughout the 50 States and we are the only 
national consumer orgEuiization workii^ exclusively on consumer 
credit card issues. 

Since this subcommittee last met on that tragic day of the shut- 
tle disaster in January to consider the issues relating to credit 
cards, the concerns of the credit card holders and the plight of the 
90 million credit card holders in this country have only worsened 
with respect to interest rates. 

Inflation has dropped below 5 percent. The Federal Reserve's dis- 
count rate hfis now dropped to 6.5 percent, and the prime rate is 
down, yet credit card interest rates remain at astronomical levels 
in excess of 18.5 percent. 

INTBBEST RATE OF 19.4 PERCENT FOR 25 LARGEST ISSUERS 

The 25 largest issuers of credit cards, which interestingly enou^ 
enjoy the greatest economies of scale in terms of their administra- 
tive costs, are chaining actually more than that 18.9 percent aver- 
age. Th^ are chaining an average of 19.4 percent. 

The high administrative costs that the banks allude to, are offset 
by a rapidly increasing number of other fees, not just the once-un- 
common but now common annual fees, but over-the-limit fees, 
transaction charges, late fees, shortened or eliminated grace peri- 
ods and so forth, all of which go to cover these administrative costs. 

It's difficult to reach any conclusion other than that the banks 
are still refusing to compete on the basis of interest rates. Instead, 
tiiey are choosii^ to restrict their so-called competition to a variety 
of travel and entertainment frills to lure consumers in, and then 
tiiey hit them with very high interest rates. 

•niis uninformative advertising directed at prospective card hold- 
ers 1 think virtually guarantees that consumers will not be able to 
make educated choices among cards, particularly when you look at 
the tremendously detailed and varied ways in which tbese credit 
card charges are arrived at on a monthly basis. 

Tins is a disclosure statement that accompanied a card holder 
agreement and it goes on at great length, but with greatly confus- 
ing detail I might add, in an attempt supposedly to comply to the 
letter with the Federal r^ulations. And yet I tiiink there are 
many elements of card charges that remain a mystery even after 
you've gone over this type of statement with a microecope. 
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The grace period stands out as a partictilarly confusing item for 
most fMid holders. There have been a couple of States that have 
required a grace period to be offered, but in most places in the 
country consumers are faced with a "now you see it, now you 
don't" type of arrangement. Most of them are totally unaware that 
if they have carried over a balance from the previous month th^ 
forfeit the grace period. If you add to that grace period the vari- 
ations, the differences that Mr. Fox alluded to in assessing monthly 
finance charges and the new range of Eidministrative (eea men- 
tioned earlier, I think the result is a confused public stuck witii 
high costs and no information. 

As we stated earlier this year in testimony submitted to this sub- 
committee, we do favor limits on credit card interest rates, but I 
think that the l^islation before the aubcommittee today does rep- 
resent an important first step. 

We have actively participated in State l^islative hearings across 
the country, so far appearing in front of 9 State legislatures, pro- 
viding assistance to a total of about 15 States. And the question 
continually comes up about what Congress is going to do. Some of 
these States are considering legislation similar to that before you 
today to require disclosure. I brought with me for submission in the 
record a summary some of the State bills that are under consider- 
ation or indeed one that's recently been pEissed in the State of Wis- 



[Copy of State l^islation similar to proposed congressional l^is- 
lation follows:] 
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BIr. fSoLBTKat. The l^islation ^u have before you today would 
not represent anj sort of major intrusion into the free market irf 
credit cards. In net, we thiiik that it would be a nugor boost to 
Gtmipetition. By ddinition, a competitive market requires informa- 
tion and thaf B what's miamng in the credit card market today. 

This is an ad for an auto loan and you can eee the largest ^rpe in 
this ad is the interest rate printed in huge black letters in the 
center. This is a two-page ad for a credit card loan and if you look 
in the tiny print — I have to reonove my glasses to see it — it says, 

I undentand Uiat if I lae the card or authorize ita uae or do not cancel my ac- 
coant within 80 di^ after I receive the card, the agreement sent to me with it will 
be Irindins on me aiid I will be reqxRirible for all applicable fees. 

"niis, of course, means that card holders do not learn what the 
charges are going to be until after they receive their cards, l^en if 
they decide thery don't like the charges, unless they take affirma- 
tive action witmn 30 days to reject their card, they are automati- 
cally liaUe for the annual fee even if Uiey have thrown the card 
into a drawer stnnewhere refusing to use it. 

Hie proposals before you today, I think, are important in several 
reroects and Fd like to mention a couple of specific items. 

^rst, ot course, the disclosure requirements are excellent and I 
think are kmg overdue. If there's any way to encourage a simple 
explanation, perhaps even with examples in the initial card holder 
agremnent that's sent, I think that would be very useful. 

"Rie provision in your bill, Mr. Chairman, to require the use of 
the average daily balance or a cheaper method, I think, would pro- 
vide some welcome uniformity, but I think that same concept of 
uniformity should be extended to the grace period. I see no reason 
why consumers should continue to be faced with this "now you see 
it, now you don't" arrangement under which they sometimes get a 
grace period and at other times don't get a grace period. 



Next, with respect to Senator D'Amato's bill, I think it's excel- 
lent to have the Federal Reserve coUect this information and I was 
incredulous in list^iing to the witnesses from the Federal Reserve, 
that collects so much data, and the industry which submits so 
much data, siqruig that they would find it administratively difficult 
to cominle this infonnatioD and stick it on a library shelf. 

But, Senator IVAniato, I think I would suggest that the bill 
should be taken one step farther, especially after listening to the 
Federal Reserve Board's testimony immediately preceding. I think 
the Federal Reserve diould not only be required to collect this in- 
formatitm, but should be called upon to disseminate it throu^ ex- 
isting channels oi ccHisumer information at the ready disposal of 
the Federal Government — the Consumer Information Center, the 
Federal Trade CcHnmission, the existing networks that go out be- 
tween Federal agencies and Stote and local consumer information 
otGoBB and consumer protection officee, perhaps Social Security of- 
fices and post ofBces. "niese are r^^ular, established channels to get 
infisrmation out to the American public. This approach could even 
be tried on a limited basis so that you would not nave to make it a 
permanent requirement of law. It would just be tried for a period 
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of time to try to get some of this information out and hopefully re- 
store some active competition to the marketplace. 

Finally, I think the annual report to Congress is an excellent 
idea on all of these matters because the subcommittee's review of 
these issues I think should be ongoing. We certainly appreciate the 
scrutiny you've lent to this issue thus far. 

I want to stop there because I know there are other witnesses 
and a crowded schedule today and I thank you for the opportunity 
to testify. 

[The complete prepared statement follows:] 
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PREBHPnON OF STATE DISCLOSURE LAWS 

Senator Gorton. Do the two of you believe that these bills 
should preempt State disclosure laws with respect to solicitations 
only, not to contracts but to solicitations only, in order to make it 
easier to comply with these proposals if they become law? 

Mr. Fox. I think we now nave a national market for credit cards 
and certainly the solicitations that go out in the mail are sent out 
nationally. I was looking at the return addressee on these and they 
are Maryland, South I^kota, and Delaware. I'm not sure that the 
States have much ability to regulate the mail that comes in from 
out of State. 

So if we're going to have consistency and allow people to com- 
pare all solicitations they get, I'm airaid there probably would have 
to be that sort of Federal preemption and to tlie extent that there 
is any burden of compliance on the credit card offerers that would 
certainly reduce any such burden. 

Senator Gorton. Mr. Holstein. 

Mr. HourrsiN. I'm not sure that I agree with Mr. Fox. He and I 
haven't discussed this. But my feeling is that perhaps the Federal 
requirements ought to be minimum requirements. In fact, the 
States already do regulate a variety of different tyjiea of soUcita- 
tions for m^or industries — sweepstakes offerings, insurance offer- 
ings of every kind are subject to a wide variety of different State 
r^ulations and it doesn't seem to slow down those industries in 
the least 

I think perh^H there could be mini>piim requirements and my 
feeling is Uiat the vast majoriW of States would be happy with Fed- 
eral TTiiniTniiTn standards, but I don't think that I would go so far as 
preemption. 

In fact, I would even su^^est that the current prohibition against 
Statee imposing credit card interest-rate limitations on out-of-State 
banks should be modified so that a State could protect its citizens 
from credit cards being marketed in the State but originatii^ from 
out-of-State banks. I T«illy would urge this subcommittee to take a 
look at that. 

You know, historically, this has been an area of State concern. 
Prior to 1979, 48 of our 50 States r^ulated credit-card interest 
rates, but the banks incurred legitimate problems with the high 
money costs and 34 States raised their ceilings or threw them out 
entird^. Now, as Alan points out, with interstate beuiking, this 
really is a new world and the States are finding it difRcult to pro- 
vide meaningful protection. 

Senator Gorton. I will submit the rest of my questions to you in 
writing. 

Senator lyAmato. 

SenatOT I^Ahato. Mr. Chairman, I want to commend our two 
witnesses today for b^ng so succinct in their testimony, particular- 
Iv as it relates to the issue of the average daily balance. Mr. Fox, I 
uiink you've done an outstanding job. 

I want to commend our chairman for raising Uiis issue as he 

rts out the problem in his bill and I will be supportive of tiiat, 
CSiairman, because as Mr. Fox indicated, all thin^ being 
equal, you have decidedly different results in the manner m which 
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you undertake those computations on the balances and so if you 
tell one person they have 12.5-percent interest and the grace period 
is the same but you have a far different method of computing the 
balance, you throw those figures out dramatically, lliat's why 
these hearings are so important and I want to commend the chair- 
man again for holding it and for his work in this area to bring this 
to a h^ui. 

I think we're goii^ to have a battle on this, but I think we are 
going to win this battle and I share Mr. Holstein's observations 
that it's absolutely ludicrous for someone to say that the Federal 
Reserve — it would be too great a burden for them to collect this in- 
formation or on the bfuik to send it twice a year and then publish 
this with the Congress and then again the various consumer 
groups, I think, could pick up that information. 

One of the reasons we held down on the reportii^ was simply to 
deal with the contention that this would he a great deal of paper- 
work and, therefore, that the Federal Reserve should compile this 
information, make it available to the Congress, and obviously then 
that information could be disseminated to the various consumer 
groups, Emd we did that specifically so we wouldn't have the Feder- 
al Reserve or others saying, "Oh, what a terrible burden this would 
place," Emd yet we still hear them raise that cry and I reject that 
as being at variance with the facts. 

Thank you, Mr. Chairman. 

Senator Gorton. It took us some time to hear from you but we're 
veiy happy that we were able to do so. 

Senator Dodd is here. Do you have any comments or questions of 
these witnesses? 

Senator Dodd. I have a statement, Mr. Chairman. 

Senator Gorton. Without objection. 

OPENING STATEMENT OF SENATOR CHRISTOPHER J. DODD 

Senator Dodd. Mr. Chairman, thank you very much for holding 
these hearings on the various bills— including yours and mine — 
that seek to address the problem of inadequate and untimely dis- 
closure of information to purchasers of credit cards. 

At the last hearing on the general subject of credit card interest 
rates and proposals to place caps on them, we experienced a bit of 
role reversal, with Republican Senators Hawkins and D'Amato ar- 
guing for interest rate caps and Senators Proxmire and myself rais- 
mg questions about the legitimacy of such Em approach euid sug- 
gesting that disclosure might be the preferable alternative. 

Since then. Chairman Gorton, you and I as well as Senator 
D'Amato have all Introduced bills designed to give consumers infor- 
mation about annual fees, the annual percentage rate aad any 
grace period before interest chaises would be incurred at the time 
of solicitation. Under present law, such disclosures are made when 
the customer gets the card, but t^t real^ is too late to make an 
informed decision; consumers need the information earlier so they 
can shop around, if they are so inclined. 

I think these are needed reforms. In fact, I think these disclo- 
sures should be made — probably in a box setoff from other informa' 
tion— both at the time of solicitation as well aa the time of receipt 
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of the cards. The latter disclosures, required by the Truth in Lend- 
ing Act today, are not intelligible to the average human being or, 
for that matter, to the average Ph.D. in economics. 

The more difficult question relates to whether we can or should 
require a standardized balance calculation. It is clear that an APR 
does not reveal a true compsirison between card issuers when they 
use dUTerent bases for calculating the balsmce. On the other hand, 
I am not sure if it is possible to mandate a specific baltmce calcula- 
tion method, given that the particular circumstances surrounding 
the timing of acquisitions and payments l^ a card user makes 
■ome balance calculation methods favorable to one user and unfa- 
Tcnable to another. 

I am hopeful that this hearing will shed light on this difficult 
task as well as develop a consensus on the beisic disclosure ap- 
proach. 

DISCLOSURE AT TBMK OF RECEIPT OF CARD 

Let me just ask if I can, there are veuious proposeils kicking 
around on what makes sense. The bill that I have in would be just 
a notification, as you know, during the solicitation period of what 
the various elements would be, those that under the Truth in Lend- 
ing Act are received at the time the card is actually received. 

As Fve looked at it, the truth in lending language seems to me to 
be extremely difficult to understand and almost useless unless 
you're scnneone that Eictually homes in on this thing and it might 
make some sense to have some plain English disclosures at the 
time of the actual receipt of the card as well as at the time of the 
solicitation. 

I wonder if you might comment on that? 

Mr. Fox. I haven't really considered that idea. I guess I would 
view the disclosure, the sonified card holder's agreement that ar- 
rives with the card itself, as probably most useful aa a piece of ref- 
erence for the consumer so that if something comes up or if they 
want to know something they can go bfick and look for it. I don t 
think anybody uses that when the card arrives emd goes through it 
and memorizes the details. 

What is proposed by all the l^islation is to take the sort of plain 
English simple cost comparison information and put that at the 
point where the decision is made about which card to accept. Per- 
haps there may be some benefits to taking other basic information 
that's not cost-related that would not be made available at that 
time and malcing that clearer. 

At the present time, I suspect most consumers might dig out the 
agreement if something came up and tried to find the answer to 
their question. 

Senator Dodd. At which point they would probably find out it's a 
little too late to do much Euiyway. 

Mr. Fox. Well, it may or may not be. If they have a complaint 
about a billing problem, that's where they would find the informa- 
tion on how to complain about the problem or try to get the prob- 
Inn resolved and that sort of information. I doubt that anyone 
would think would be very important at the time they get a card. 
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but they would want to know that it's available in detail when the 
time came to use it. 

Mr. HoLSTEiN. Senator, a brief survey was done by a local televi- 
sion station here in Washington about 2 months ago in banks, 
going around to bank tellers asking them about the ways in which 
the grace period is calculated and t^ey discovered that ttie veist ma- 
jority, over 75 percent — this is obviously not a scientific poll — ^but 
over 75 percent of the people they interviewed could not expleun or 
did not know the differences in circumstances under which a grace 
period is awarded and under which it is not. 

The statements of terms and conditions that accompany these 
cards frequently are so detailed in their language that it is impossi- 
ble to ascertain those things for anybody other than perhaps a 
CPA. I do address that in my written testimom' and do call for 
simple language and it seems to me that if the ulS and insurance 
companies and the Census Bureau and some of the other great in- 
stitutions in our society today can find ways to write their vfuious 
forms and so forth in plain Izmguage, I don't see why the banking 
industry couldn't be relied upon for the same sort of effort. 

Senator Dodd. And you would include it both obviously at solici- 
tation but also at the time the card is actually delivered to a 
person? 

Mr. HoLfiTEiN. I certainly think so because it's that statement 
that arrives with the card that is kept with the card holder's per- 
manent records, or at leeist should be kept for further reference, 
but most of them are so detailed that they are very difficult to un- 
derstand. 

Senator Dodd. I thank you both very much. Thank you, Mr. 
Cbaimian. 

Senator Gorton. Thank you both very, very much. 

Messrs. Cr^lft, Rohner, Ms. Femstrom, and Mr. Feldman. We will 
start with Mr. Craft and, again, at 5 minutes each we're only going 
to have a chance for a couple of questions, so please try to limit 
your statement to the greatest extent possible. Your full written 
statement will be included in ihe record. 
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Senator Gorton. Thank you, Mr. Craft. 
Mr. Rohner. 

STATEMENT OF RALPH ROHNER. PROFESSOR. CATHOLIC UNI- 
VERSITY, REPRESENTING CONSUMER BANKERS ASSOCIATION 
Bdr. RoHNBE. Thank you, Mr. Chairman. I appear this morning 

on behalf of the Consumer Bankers Association [CBA] and the 

VISA and MasterCard Associations, both of whom are members of 

CBA. 
Absolutely wishing to maintain the subcommittee's good will, I 

will be as brief as I possibly can. 

CBA OPPOSES PRESENT BILU 

CBA has tried in the past to maintain a proactive approach to 
consumer issues and yet at this point we feel compelled to stand in 
oi»osition to the bills pending before the subcommittee. 

We believe, both with respect to disclosure of information in so- 
licitations and the attempts to standardize balance computation 
methods that the proposak are unnecessary at this tune, unlikely 
to achieve in any measurable feishion their stated goals, are likely, 
especially with the balance computation formula, to impose some 
significant industry costs which inevitably are peissed on to the con- 
suming public, emd that the proposals risk some inherent unfair- 
ness to financial institutioDB by discriminating against them and in 
favor of other suppUers of financial services. 

If I could summarize in the briefest possible way. Mr. Chairman 
and Senator D'Amato, the proposals embodied in these bills are 
hardly new matters eind are hardly items that ought to be consid- 
ered m a vacuum. They come up out of a history of extensive de- 
tailed regulation of credit disclosures under the Truth in Lending 
Act which has been recently reviewed in this committee and in the 
Congress in the form of the truth in lending simplification propos- 
als. There are even earlier efforts on the books to reduce, control, 
and modulate the How of Information to consumers both for their 
benefit and for that of the industry of suppliers. 

There is emerging data about the effect of various disclosure 
techniques, formats, and items of information on eictual consumer 
awareness. There Eire Fed studies both of the past and ongoing ones 
that Governor Rice alluded to. At the very least, it seems to us. Mr. 
Chairman, that it would be prudent for the subcommittee to wait 
to gather the greatest possible empirical base before tinkering fur- 
ther with a r^^atory structure uiat's been carefully crafted over 
time. 

If legislation goes forward, we have a number of suggestions 
about me actual content of any bill. They are reflected in our more 
extensive statement and we would be happy to answer questions 
about them or discuss them further with your staff. 

DISCLOSURBS SHOUU) BE NABBOWLY FOCUSED 

I tiilnk it is critical, though, that as you yourself suggested Emy 
solicitation disclosures be narrowly foci^ed, in terms of what kind 
of solicitations are covered so as not to spill over unintentionally 
and destroy structures of genereil advertising, television and radio 
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advertiBing, euid the like. They should focus on the items of infor- 
mation that are most critical to consumers at a shopping stage, 
those, in other words, that will inevitably affect the cost to consum- 
ers and not linger over or attempt to delineate in great detail 
transaction terms that may only occasionally or indeed never be 
applicable to consumers. 

Although this is not reflected in the current bills before this sub- 
committee, we are concerned about attempts to single out the 
banking industry for certain disclosure responsibilities that are not 
shared by others. Those are simply unfair and counterproductive to 
any goal in fact to educate consumeiB. Spedal compliance problems 
don't need to be treated in exemption fashion, but with some care- 
fiil thought about flexibility. 

With respect to the standardization of balance computation 
methods, Mr. Chairman, our feelings are even stronger. We surest 
that that proposal is not only unnecessary and unwise, but prob- 
ably undoable and, if doable, only at immense cost to the industry 
in terms of conversions and the like; also at the cost of immense 
intrusions on existing State I^islation, State r^ulatory structures 
with respect to rates. As is pointed out in several of the testimonies 
Hob morning, the overedl package of credit card terms is in fact 
almost a living organism in the sense that it is difficult to focus on 
any single aspect and insist that it be standardized without taking 
into account all the remainder. It would be like, if I may make a 
limping anetlogy, suggesting that because consumers are confused 
by the variety of automobile lines and accessories that eire avail- 
tiile we can standardize by insisting that all celts be sold with six 
qrlinders. That may produce some short-term benefit but it's doubt- 
ful whether it wouutd entirely address the problems that are your 
basic concern. 

Let me stop at that, Mr. Chairman, and I would be happy to 
answer any questions. 

[The complete prepared statement follows:] 
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Senator Gobton. Thank you, Mr. Rohner. That was very clear 
testimony and we will look carefully at all of your detailed testimo- 
ny. 

Mb. Femstrom. 

STATEMENT OF MEREDITH FERNSTROM, SENIOR VICE PRESI- 
DENT. OFFICE OF PUBLIC RESPONSIBILITY, AMERICAN EX- 
PRESS CO. 

Ms. Feenstrom. I think in the interest of open disclosure, I 
should note that I am Ms. Femstrom and not Mr. Femstrom, as is 
noted on my nameplate. 
Senator Gorton. We noted the difference. 

Ms. Fbrnbtrom. My name is Meredith Femstrom. I am senior 
vice president for public responsibility at American Ebcpress Co. I 
am v^ pleased to have this opportunity to appear before the sub- 
conunittee. 

American Express has long been regarded as a leader in our 
conmiitment to the consumer. I've outhned some of our activities 
in my statement, which I would like to submit for the record. I 
would point out just a couple of examples, which are consumer in- 
formation publications on women's credit rights, credit card fraud, 
how to buy insurance, and so on. Some of these were done in con- 
junction with the Federal Trade Commission. We've issued to date 
over 2 million copies of these brochures free of chai^ to the 
public. 

Because of our strong commitment to the consumer, w& are very 
supportive of your efforts to require more open and fiill disclosure 
to the consumer, but we would like to take this opportunity to call 
to your attention some practical problems involved in compljdng 
wiUi these disclosures, and to offer some recommendations which 
we believe will help resolve these problems both to the b«iefit of 
creditors and the consumer. 

FEATURES OF CHARGE CARDS 

I would point out first of all that American Express cards are not 
credit cards. They are charge cards. And unlike virtually aH bank 
and most retail credit cards, we do not offer automatic open end 
credit. Elach card member's balance must be paid in full upon re- 
ceipt of his or her monthly statement. Therefore, no linance charge 
is imposed on charges incurred on their card account. 

If a card member fails to pay in full, coUection activity ensues 
and the account may be canceled. As a result, it's virtually impossi- 
ble for us to comply with the disclosure requirements proposed in 
the l^islation that is pending before this subcommittee. 

For example, our gold card, which like our other cards, requires 
full payment upon receipt of a monthly statement, also provides a 
card member with an ancillary but independent open end line of 
credit offered not by us as the card issuer, but rather by 1 of 2,300 
depository institutions nationwide. 

As far as we know, our gold card pn^ram is unique in the 
charge card industry and presents particular disclosure problems 
in the context of the bills that are before you. 
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The line of credit, as I mentioued, is an ancillary feature of card 
memberBhip and one of several service enhancements to the gold 
card. This line cannot be accessed directly through the gold card. It 
is an option that need never be used by the card member and is 
generally accessible only via checks or drafts drawn on the partici- 
pating depository institutions. 

Credit extended under these lines is separately billed to card 
members directly by those institutions. 

At the time that a consumer applies for a gold card, the deposito- 
ry institution which will become the creditor for the line of credit 
is not known by American Express. After an application is re- 
craved, it is assigned to a depository institution which then makes 
its own credit decision for the line of credit. Depository institutions 
are assigned according to several factors. These include the loca- 
tion of the applicant, the applicant's current bank relationships, 
and the credit criteria that are used by each institution. 

To further complicate matters in terms of the proposed disclo- 
Hurea, each institution sets its own terms for the line of credit, in- 
cluding the APR, the finance charges and access to the account. 
None of these terms are known by us at the preapplication stage, 
mofc-ing Jt virtually impossible for us to comply. The terms are sep- 
arately disclosed to ti»e card member directly by the depository in- 
stitution before or at the time that the line of credit is made avail- 
able. 

What we would like to recommend for your consideration is that 
the bills be amended to recognize the distinctions between credit 
cards and charge cards and to require different and distinct disclo- 
sures on their respective applications. We have drafted proposed 
amendments to the three bills which are designed to achieve these 
goals. 

Senator Gobton. Excuse me. Ms. Femstrom, you axe not object- 
ing to disclosure; you simply want a disclosure which will fit the 
kind of business you're in? 

Mb. Febnstrom. Yes, sir. 

Senator Dodd. Mr. Chairman, I think Ms. Femstrom has raised 
an excellent point. I think it's very, very legitimate and I think we 
can accommodate the gold card issue within the context of the bills 
before us, but she raises a very legitimate point, one that we didn't 
think of in the proposals. 

Senator D'Ahato. I'll make it unanimous. 

Ms. Fbbnstbom. Shall I leave my time to the final witness? 

Sraator Dodd. Leave while you're ahead. 

[The complete prepared statement follows:] 
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Senator Gorton. Mr. Feldman, we'd like to hear from you now. 

STATEMENT OF SHELDON FELDMAN, ATTORNEY, REPRESENT- 
ING THE NATIONAL RETAIL MERCHANTS ASSOCIATION 

Mr. Feldman. Thank you, Mr. Cheiinnan. I promise to be very 
brief. 

I appear this morning as counsel to the National Retail Mer- 
chante Association. NRMA is the Nation's largest trade association 
for the general merchandise retailing industry. Its members com- 
prise over 45,000 leading department, chain, independent, and spe> 
cialty stores in all 50 States. 

I will not take the time to ^ over some of the concerns that we 
have with regard to the solicitation disclosure requirement. These 
concerns are explained in our prepared statement. The bottom line 
is that NRMA will not oppose the adoption of legislation which 
would require a limited advance disclosure in written credit card 
solicitations. 

We do have some suggestions that we feel would improve that 
aspect of the legislation and those proposed modifications appear in 
our prepared statement 

LIMIT DI8CL0BURE TO THHEE KEY ITEMS 

To keep these advance disclosures as simple as possible, to facili- 
tate ma^ng the disclosures, as well as their assimilation by con- 
sumers, they should be limited to the three key items of the nomi- 
nal annual percentage rate, the grace period, and the nnnnnl fee. 

The balance of my remarks will address the proposal to go 
beyond disclosure and require a change in credit canl issuers' prac- 
tices. NRMA's position iB unequivoctu. We do not believe that Con- 
gress should legislate the manner in which creditors impose fi- 
nance charges, just as we do not believe that Congress should 
impose a ceiling on finance chaise rates. 

Even though this part of the legislation, as presently drafted, ex- 
cludes retailers' credit card plans, and properly so, we are con- 
cerned that this provision might be extended to retailers in a mis- 
guided effort to treat all credit card issuers in the same way. If this 
were to take place, the resulting legislation would still be ill-con- 
ceived. 

But in the case of retailers, where finance charge income is gen- 
erally the only source of credit revenue, this would be rate-setting 
and economically unsound. 

In addition, the proposal to memdate one uniform balance 
method would conflict with a vast body of State law and it would 
also impose significant burdens on small retailers. 

STATE STATUTES ARE ADEQUATE 

Balance calculation methods are currently regulated under State 
law. Elxcerpts of these statutes are attached to my statement, com- 
prising just in brief part some 40 pages. We welcome your exami- 
nation of these State statutes. 

These State statutes deal with permissible balance methods, 
creditor remedies, the Eunount of authorized charges, and many of 
these statutes couple the balance method provisions with restric- 
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tions against impoeing other fees, such as annual fees or late 
charges, and provisions mandating a grace period for avoidance of 
finance charges when there is no b^innlng balance in the account 
or if the balance is paid in full at the end of the billing cycle. 

Congress should not interfere with this longstanding effort of the 
States to regulate creditors' practices and rates. 

Turning to the burden on small retailers, many retailers do not 
have the operational capacity to use the average daily bedance 
method, which requires sophisticated computer capability. Ehiact- 
ment of this proposal could require those creditors to either retain 
an outside service company, at significantly increased costs, or 
abandon their proprietary credit prc^ams entirely. 

The balfince method is only one component of a credit card plan. 
CreditorB should be free to combine their different balance methods 
with different rates and remedies, all of which are interdependent 
and affected by a broad reuige of variables. 

Finally, let me add that we think there are also some disadvan- 
tages for consumers in this proposal. The requirement to discontin- 
ue the use of a particular balance method might compel some 
creditors to ofiset lost revenues by taking any one or more of a 
number of steps. For example, retailers may be forced to increase 
the rate of finance charge, reduce the availability of credit, or in- 
crease the cash price of goods, thus forcing all consumers to subsi- 
dize part of the cost of financing the credit card operation. None of 
this is in the consumer's best interests. 

We appreciate the opportunity to appear this morning. 

[The complete prepared statement foUows:] 
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APPENDIX A 

TO THE STATEMENT OF 
NATIONAL RETAIL MERCHANTS ASSOCIATION 
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conpletenaaa. Only proviiions relating to balance method 
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[| 50671 Cnd» Sack* Cheng* for RavoMna 

Charge Aeceunli 
S«c2J07. <1) With mp«ct to ■coniamcr credit ule made purmant to ■ 
rtvolvinK charge account, the parties to the sale najr contract for the pajrment 
by the bajrer of a credit service charge not exceeding that permitted ia 
this Mctioa. 



(a) the aTcrage daily balance of the account, 

9 the Mine day of the billing 

(c) the median amount within a specified range within which the 
average daily balance of the account or the unpaid balance of the account 
oD the same day of the billing cycle is included. A charge may be made 
pursuant to this paragraph only if the seller, anbject to classificatiotu 
and differentiations he may reasonably establish, makes the same cbargt 
on all balances within the specified range and if the percentage when 
applied to the median amount within the range does not produce a charge 
exceeding the charge resulting from applying that percentage to the 
lowest amount within the range by more than 8 per cent of the charge 
on the median amount. 

(3) If the billing cycle is monthly, the charge may not exceed 2 per cent 
of that part of the amount pursuant to subsection (2) which is S500 or less 
and lyi per cent on that part of this amount which is more than $500. If the 
billing cycle is not monthly, the maximum charge is that percentage which 
bears the same relation to the applicable monthly percentage is the number 
of days in the billing cycle bears to 30. Fnr the purposes of this section, a 
variation of not more than 4 days from month to month is "the same day of 
the billing cycle." 

(4) Notwithstanding subsection (3), if there is an unpaid balance on the 
date as of which the credit service charge is applied, the seller may contract 
for and receive a charge not exceeding SOf if the billing cycle ii monthly or 
longer, or the pro rata part of SOt which bears the same relation to 50< as the 
number of days ia the billing cycle bean to 30 if the billing cycle is shorter 
than monthly. 

(3) The amounts of 9S0O in subsection (3) are subject to change pnr> 
suant to the provisions on adjustment of dollar amounts (Section 1.106). 
riLiw niiiiiniiin I969UCCCI 2.307 13067 
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SM.2J07. (1) With respect to a coiuniiicr crHit mI« Bude pnmunt to « 
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(a) the avcrafe dailjr balance of the account, 

<b) the nnpaid balance of the account on the same day of the billing 
cycle, or 

(c) the median amount within a specified ran^e within which the 
averace daily balance of the account or the unpaid balance of the account 
on the same day of the billing cycle is included. A charge may be mad* 
pursuant to this paragraph only if the seller, subject to classifications 
and differentiations he may reasonably establish, makes the same chargt 
on all balances within the ipeciiied range and if the percentage whes 
^ptied to the median amount within the range does not produce a ehaigt 
exceeding the charge resulting from applying thai percentage to the 
lowest amount within the range by more than 8 per cent of the charge 
ostfacmo" 



(3) If the billing cycle is monthly, the cfaatge may not exceed 2 per cent 
of that part of the amount pursuant to subsection (2) which ii SSOO or less 
and 1)4 per cent on that part of this amount which is more than $500. If the 
billing cycle is not monthly, the maximum charge is that percentage which 
bears the same relation to the applicable monthly percentage as the number 
of days in the billing cycle bears to 30. For the purposes of this section, a 
variation of not more than 4 days from month to month is "the same day of 
the billing cycle." 

(4) Notwithstanding subsection (3), if there is an unpaid balance on the 
date as of which the credit service charge is applied, the seller may contract 
for and receive a charge not exceeding SOf if the billing cycle is monthly or 
longer, or the pro rata part of 50< which bears the same relation to S0< as the 
number of days in the billing cycle bears to 30 if the billing cycle is shorter 
than monthly. 
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(15067] Crtdt Swvic* Oraigi for Itevolving 

Onrgt Accaunti 
S«c2J07. (1) With respect to 1 coiuuraer credit ule rasde pursuant to ■ 
rerolvinji charge account, the parties to the sale may contract for the pajrment 
bjr the bttjtr at a credit service chanie not exceeding that permitted in 
this section. 



(a) the average daily balance of the account, 

(b) the unpaid balance of the account on the same day of the billing 
cycle, or 

(c) the median amount within a specified range within which (he 
average daily balance of the account or the unpaid balance of the account 
on the same day of the billing cycle is included. A charge may be made 
pursuant to this paragraph only if the seller, subject to classifications 
and differentiations he may reasonably establish, makes the same cbargs 
on all balances within the specified range and if the percentage when 
applied to the median amount within the range does not produce a chargi 
exceeding the charge resulting from applying that percentage to the 
lowest amount within the range by more than 8 per cent of the charge 
on the median amount. 

(3) If the billing cycle is monthly, the charge may not exceed 2 per cent 
of that part of the amount pursuant to subsection (2) which is $500 or less 
and I'A per cent on that part of this amount which is more than $500. If the 
billing cycle is not monthly, the maximum charge is that percentage which 
bears the same relation to the applicable monthly percentage as the number 
of days In the billing cycle bears to 30. For the purposes of this section, a 
variation of not more thjn 4 days from month to month is "the same day of 
the billing cycle." 

(4) Notwithstanding subsection (3), if there is an unpaid balance on th« 
date as of which the credit service charge is applied, the seller may contract 
for and receive a charge not exceeding 50< if the billing cycle is monthly or 
longer, or the pro rata part of 50^ which bears the same relation to 50< as the 
number of days in the billing cycle bears to 30 if the billing cycle is shorter 
than monthly. 

(5) The amounts of $500 in subsection (3) are subject to change pur- 
suant to the provisions on adjustment of dollar amounts (Section 1.106). 
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SK.2J07. (1) With respect to a connuner credit u3e made pnnniiit to a 
KTolTiu duift account, the parties to the tale may conlraet for the payment 
tqr the Wftr of a credit aervice chants not exceeding that pcmitted in 



(a) the average iajly balance of the accotuit. 

(b) the nnpaid balance of the account on the larae day of the billinf 
cycle, or 

(c) Ae median amonnt within a specified range within which the 
aTcnge daily balance of the account or die nnpaid balance of the account 
on the same day of the billing cycle is included. A charge may be made 
porsnant to this paragraph only if the idler, subject to classifications 
and diffenntiatians he may reasonably est^Ush, makei the same chai^ 
on all balances within the specified range and if the percentage when 
applied to the median amount within the range does not produce a charg* 
exceeding the charge resulting from applying that percentage to th« 
lowest amonnt within the range by more than 8 per cent of the charg* 
on the median amount. 

(3) If the billing cycle is monthly, the charge may not exceed Z per cent 
of that part of the amount pursuant to snbsectton (2) which is SSOO or less 
and l}i per cent on that part of this amount which is more than $500. If th« 
billing cycle is not monthly, the maximum charge is that percentage which 
bears the same relation to the applicable monthly percentage as the number 
of days in the billing cycle bears to 30. For the purposes of this section, a 
Tariation of not more thu 4 days from month Ui month is "the same day of 
the billing cycle." 

(4) Notwithstanding subsection (3), if there Is an unpaid balance on the 
date as of which the credit service charge is applied, the seller may contract 
for and recdTe a charge not exceeding SOf if the billing cycle is monthly or 
longer, or the pro rata part of S0< which bears the same relation to 50< as the 
nnmber of days in the billing cycle bears to 30 if the billing cycle is shorter 
than monthly. 

(5) The amounts of $500 in subsection (3) are subject to change pur- 
suant to the provisions on adjustment of dollar amounts (Section 1.106). 
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Senator Gorton. Thank you, Mr. Feldman, and I really want to 
thank all witnesses, but particularly this panel. You rc^y have 
been hustled in a sense because of this 11 o'clock markup and we 
appreciate your accommodating us and your testimony will be care- 
fully considered. 

I have only one question that I will submit orally but a number 
in written form. 

Mr. Craft, you didn't take the opportunity to comment on Mr. 
Fox's statement that you misinterpreted the University of Virginia 
study, that in fact there's a good 2-to-l difference between finance 
charges due to differences in the ways in which different banks use 
the balance calculation method, rather than a very small differ- 
ence. I'll give you an opportunity to do so briefly now if you would 
like. 

Mr. Cratt. Included in our testimony were the methods used to 
determine the avertige daily balemce. What we did not have that 
Mr. Fox referred to was the impact of the grace period and the ret- 
roactive that does impact within a 1-month billing for the consum- 
ers. On an ongoing basis, that average daily bedance is much more 
in line with the average daily balance used in our testimony. 

I believe that's the difference that Mr. Fox referred to. 

Senator Gorton. I would appreciate your looking at his testimo- 
ny and at that study eigain and amplifying these remeirks and the 
changes for us in writing. 

[Response to Senator Gorton's question from Mr. Craft may be 
found on p. 140.] 

Mr. Craft. We would be delighted to respond to the committee 
in writing. 

Senator Gorton. Senator D'Amato. 

REFINEMENT NEEDED IN THE BILU 

Senator D'Amato. Mr. Chairman, just an observation that obvi- 
ously Ms. Femstrom made a very relevant point, and Mr. Feldman 
also in regard to the retailers, particularly those who may not have 
some of the capabilities that would make it rather difficult to 
comply with the averiige daily bedance. I think we've got to look 
into that and see if we can't deal with that problem maybe in 
terms of what the gross volume is, et cetera, and I think we look 
forwEird and our staffs would look forward to working with you 
toward attempting to Eiccommodate that situation. We are not look- 
ing to put the small retailer in a difficult economic position. 

By the same token, I think Senator Gorton's l^islation concerns 
a criticfU area of disclosure. I think we can come up with some- 
thing. So we look forward to working with you. 

Senator Gorton. Thank you all very much for being with us 
today. 

This hearing is adjourned. 

[Whereupon, at 11 a.m., the hearing was adjourned.] 

[Response to written questions of Senator Gorton and D'Amato 
with additional material supplied for the record follow:] 
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I have stated that I am willing to sacrifice sane con^rehensiveness 

ure in order to get slnplicity, because I believe that a simple 

disclosure of the aost iiqrartant points will better serve consimers than an 
exhaustive disclosure, especially at the solicitation stage. Do you agiee 
with this general principle? Is it sufficient to disclose sinply the APR, 
amnal fee, and existence of a free period? 

A. 1. Yes. Aa I indicated in ny oral statement, there ace fouc key 
elCBCnts to ctsdit cecd pricing. These ace the factora Hbicb obould be 
addteased by the legislation. One of the factors, balance calculation 
■etbod, should be dealt with through stands cdlzet ion. The other three 
factors, norsally the APR, annual fee and free period, should be fully 
disclosed at the solicitation stage. 

The legislation should bs flexible enough to Include connon 
alternatives to these three factors, such as per tranaactlon charges, 
which Bay be coutinely applied under soae accounta. In general, 
condltlona that will be applied foe routine and propet use of the cacd 
should be disclosed in the solicitation. Other fees which ace not 
assessed for routine and pcopec usei such as late fees oi fees foe 
saceeding a credit li«lt, need not be included in legislation directed 
at the solicitation stage. 



q.2. In your stateeraits you crltlclte average daily balance calculation 
■etbods ttat retroactively apply finance charges if a pievious balance is not 
paid in full. As you loiow, one cooDcn industry practice is that, if the pre- 
vious balance is not paid in full, new charses are imnediately added to the 
interest-bearing principal, Tliis is called the "cunent charges include*" 
variant. An I correct in inferring that you are not criticizing this method, 
but rather are criticizing the practice of elimiiBting even the original free 
period, after the fact, if the balance is not paid in full? 

A. 2. Tea. The 'current charges included* variant has been criticised 
by soae, but it is ay inpression that it is widely used and accepted. 
The retroactive nethod produces results far out of line with what a 
consuBec would expect froB noraal understanding of the neaning of 
'average daily balance' and 'free period.' 



Q.3. Witnesses on the previous panel suggested that requirinj tlisclosure 
for all applicaticns, including those placed on coulters and inside inagazines, 
raiso! pr^ical pmbloes and substantially increases expenses for more fre- 
quent reprinting of disclosure terms. Since you advocate covering all 
applications, how would you solve these problems? 

A. 3. Frequent reprinting would be required only if disclosed terss 
changed frequently. There is auch evidence that these terns do not 
frequently change. In any event, soae credit card offeieis do not find 
Inclusion of pricing InforBBtlon to be a prcblen today. I have 
enclosed a copy of a counter solicitation which includes, albeit In 
very saall print, the interest rate and annual fee for a card. I also 
have reviewed the aeil solicitations I have received recently, and find 
that «ast include an expiration date. Counter and aagailne 
Rolicitationa could easily Include an expiration date as well. 
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g.4. What do you think about the suggestions that rather than ccofily 
with the disclosure requirements, a credit card solicitation could just 
enclose a copy of the contract? 

A. 4. For the ceaaon cited In youc ficst questian, I believe tbla 
Hould not be helpful. The contract 1b lengthy and contains pioTlsions 
Hhicb ace not factor* in choices betveen co>petitorB. For eianple, 
sose provisional because tbey are notifications of legal rights, do not 
VBiy ■Dbstantially fro« card to card. Other provisionsr such as. the 
procedure to follow to report a lost or stolen card, are of no value 
until the card is in hand. Basic pricing Information can be extracted 
fion these contracts only with difficulty. Consuaera coaparing cards 
■ill be best served by eiapls disclosure of the handful of ciltlcal 
pricing factors, plus whatever card features offerers choose to 



Q.5. One witness is can«eTned that a grace period disclosure would give 
rise to a lengthy explanaticn of such features as the method of posting debits 
and credits to the account, hidden grace periods or forgiveness periods, and 
free-period distinctions for cash advance transactions. H> argi*s that tills 
explanation would ccnplicate disclosure and limit its usefulness. 

What muld be an exaiqile of a "grace period" disclosure that would 
be useful to the consumer? 

A. 5. So long as the term 'grace period,* or some eqalvalant pbtaaei 
1* defined by cegulation> a simple disclosure should b« possible. 
Offerers would have the choice of following the defined practice and 
maintaining a simple disclosnr«f or of using a different practice and 
having to call attention to it through an explanation. A simple 
disclosure could readi 

Grace period of 25 days after close of billing period for 

puccbaaes. Ko grace period for cash edvancea.* 

A plain English alternative, which more clearly aiplains HbBt Is 
meant by a 'grace period* might bei 

■Ho interest is charged if you pay for purchases in full within 25 
days after the bill le mailed. Interest is charged on cash 
advances from the date the advance is made.* 
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A. 6. Most atatas do daflna pcralaaibls balance calculatJ 
Tbaia is, hovavac, wry little atatidardliation aaong tb« 
■an; statas p«rait tuo oi aore BetbodB. 

FadBEBl lagialatloo Is needed becanae bank carda are 
aatlonaJlyi bot are reqnlatad by the law of tbe atate In 
Is located. A conauBac wbo receives aollcitatlonB froa I 
Btatea would baTe no way of knowing that each state has dj 
reqaireBantB for tbls vary technical tera. 

For Bsa^l*. according to tbe appendix In Credit Card 
Practlcaa In Virginia, tbase are tbe state laws governing 
five BtatBB froB whlcb I bave recently received sollcitat^ 



rblcb the bank 
inks In five 
fferent 



bank cards 1 



Vlrninla i Aveiage dally balance OR OUl 
date cn any other balance whlcb does i 
than what would be charged In the oth< 



■tatidlng balance on billing 
3t reajlt in a charge greater 
r two ways. 



^ ^jlfornia ; Ho 

Qhifii The unpaid balance (Inclodlng unpaid finance charges) at 
either the beginning or tlie end of tbe billing cycle or average 
daily balance. 

Bven leaving aside tbe fact that Virginia's law a|^?ears to allow 
very wide vatlatlone in tbe aeanlng of 'average daily balance,* no 
coDBUBer can be expected to know all the teras of the different Btatss 
and no con suae r should be required to wade through all of the 
l^llcationn of these different teras in order to nake a purchasing 
decision. 
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RESPOKSE TO WRITTEN QUESTIONS OF SENATOR GORTON FROM 
JERRY CRAFT 



Fk. &aft ittu stata In your tsstlaony 'Hi ballave that diaclosurs of 
tbB AH), any amual fae, and Cha availability of a graca paclod ar« 
tfao cnxrial Eeatwes Influencing a oonsuMr's cdiolca of crodlt card.* 



s MBoclatlon airport a bill with theae 



It is general industry [iractlce for card issuers to make theaa 
tnfornatlon elanents available to a potential custcoer. Since this 
practice malces good business sense. He certainly do not oppose the 
concept. Oiwever, ue also do not see a need to legislate in this 
area. Our great concern Is that additional non-essential and 
aanfwlrq elonnCs will be added Co this list yielding another TIruth- 
in-Lending nountaln of confusing diacloaures. 



0.2 W. R>x, in his tastimny, cites the a^e report to the Virginia 
Qanecal AssMdaly as you dOi but reaches precisely the opfnsite 
aoDduslont Ibat the eM»unt of oost variation Introduced by dlfferwiC 
bdane calculation nettods is silistantlal. Hbuld yoa cement on n, 
Ibx'a analysis? H» is it that you and Nr. ftox can reacdi such 
dlaMBtrically opposed conclusions? 

A. Mth all due respect to ». Rix'i sincerity and diligence, he 

■Isstatsd OUT use of the nixtiers taken fron the tables used In the 
Virginia study. 

We did not nlsinterpret the tables as he sL^gestad. As our testimony 
Indicated, the ninbars we referred to frcn the study fairly represent 
the variations resulting from actual oirerage daily balance 
calculations. Because the Issue uas the averse daily balance 
calculation itself, vAat they did not take Into accoknt, ktiich ue did 
not intefxl that they take into accouit, uas the effect of the use and 
availability of free periods. 

Ibat is an entirely different issue Chat the Virginia stuiy 
specifically addressed hAich neither the bills nor the hearings nor 
our testlnony Intended to address. Us allegation takes our 
taaCliiony out of context. 

(to. R>x seems to think that w overlooked the fact that according to 
the finance charge ccnfMitation explanation for Bonk A, interest uas 
charged on a balance twice the others (SBIO ccmpared to S437.96 and 
$424.03). Vb are neither ignorant mr concerned with that result 
insofar as, in simplest terms, this figure, SSIQ, represents the sun 
of the average daily balance of tuo months (so thus is about twice as 
large) , not a simple, one month average daily balance. It has nothing 
Co do with the method of calculation of the average daily balance. It 
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Is true, as K. Ebx said, BIO is about twice 400i buC that W. R>x 
fails to recognize is that this result Is due to a practice rather 
unlcyie to Virginia, whereby a finance charge interest is Imposed 
retroactively ths first time a nonrevolver does not pay the balance In 
full. 

Uider Che Virginia law, creditors are requirad to give customers a 25 
day Interest-free period, H:iwever, If the balance is not paid In Cull 
by Che due date, the creditor may retroactively Impose a finance 
charge against those charges made during that prior period, thus, In 
effect, eliminating Che Initial interest-free period for debits made 
during that prior nonth. 

Uthoiqh this causes a higher finance charge tor the first month that 
a nonrevolver becomes a revolver (that Is, th* first nonth vAen 
balance is not paid in full) because IC represents Cud months 
Interest, this apparently higher finance charge is a one time 
occiEre(x:e; of course in subsequent billing periods, interest is paid 
only on the average daily balance of one month. 

ThB tabls of the Virginia stujy shows that In that particular 
scenario. It was assuoad that Che custcmer started with a □ previous 
balance. Ihus, for Bank A, vhen the customer did not pay in full at 
tha end of Ua first nonth. Interest is charged on Che sun of the 
averse dally balances of twii months (S3B3.4e + $426.52 - SSICOO) . 
Ihe other cio banks do not impose finarxre charges retroactively, so 
naturally they charged only on the second month's average daily 
balance. This accounts for the result that BarA A appears Co 
calculate ai averse daily balance Cwice chat of the other Cw> banks - 
buC only for that first 'revolving* rasnth. 

Chce ^ain, the disparity Is due to the effect of eliminating the free 
period when an accoint is not paid In full aC tha end ot the period, 
and it>t to the method of calculatlt^ the averse daily balance £er se. 

nis practice Is one Chat is rather unique to Virginia due to the law 
■cndating Eras periods. It has an issue addressed by the Virginia 
legislature In the last legislative session vihen it was decided that 
noChing should be changed. Ibwever, it ws ^operly mt the siiaject 
of the hearing or bills of this aiiccanittee so was not addressed by 



Q.3 fbsC of yoa have testified In favor of Ilmlclrq disclosures to card 
solicitations NUt£D to Cbe custa«er. Itils would exclude tha *taka- 
one* or *pdck na \Mp' applications found at coulters and In magazines. 
Cne witness explainod that the problon wlch requiring disclosures for 
ttw 'take otws* Is that each time any disclosure Cam changed, Che 
Issuer would have to revise and reprint all forma. 

a. B>w often do issuers now revise and reprint forms? 

b. ttiy couldn't Issuers hav« a disclosure stating that the terns are 
applicable until a certain data? 
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a. Haw often Issuers revise and reprint forms varies from issuer to 
Issuer, as does the.nunber of forms distributed. Some banKs may 
distribute several thousand Coims that may ranain in one place for as 
long as four years. Others may restrict the nuaber and locations o£ 
distributions and thus rejarint and revise more frequently. How often 
forms are replaced will vary dependiiq on where they are located, how 
quickly they run out, and «heCher the issuer chooses to continue the 
distribution and replacement of siK:h applications. 

An additional practical consideration and hardship of revising and 
refwintlng forms is the physical process of retrieving and then 
replacing Chen. It Is not in imaginable that an issuer might be insure 
about the location of all forms. Certainly, Cor tiiase issuers with 
wide dissemination, such a task might inhibit placing them ao broadly. 
But even Issuers that limit distribution would find locatiiq all forms 
a somet^t awesome task. 

ic might also be useful at this point aj clarity an assimpcion that 
has been made that most credit card ap[d.ications are in response to 
*take-ones.' Ihis is not necessarily true, tbv many applications are 
derived from "tatte-onea" will vary significantly frcm bank to bank and 
will depend on nunerous factors Includlrq itat other promotion efforts 
stEh as solicitation, the bank anploys and bfhen it employs them. For 
Instance, according to Jerry Craft, Senior Vice president of the First 
ttational Bank of Atlanta, fewer than 20% of credit card applications 
at his hank are derived from 'take-ones.* m fact, since the 1960's, 
over half are in response to solicitations. Other banks may use no 
other kind of marketlr»g tool other than *toke-ones" so their "take- 
one* response w:>uld obviously be higher overall. 

b. CUr (Ejection to requiring a statement that terms are only 
applicable mtil a certain date are related to the sane costs 
associated with requiring disclosures on "take-ones": the cost of 
reprlntiiq, retrieval, and redistribution. If the terms are only 
valid t^ to a certain date, they are no lojger usable by customers 
after that date and thus must be replaced by fresh 'take-ones* that 
the custo»er may use. Ihe forms nould have to be replaced by chat 
date even i*en the terms have remained the same, ftgaln, this process 
tiould require printing new forms with the new dates, retrieving old 
forms, and replacing than wich new ones. 

The costs associated with this constant rejUaccmfflit creates a most 
inefficient means of prcmotion that may deter issuers, particularly 
those with limited marketing resources, from onploying this 
prcmotlonal technique. Simple means of promotion thus becomes 
expensive and ccraplex and therefor* of more limited value to the 
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I ONSUMER 
ASSOCIATION 



The Honorable Slade Gorton 
United States Senate 
Comlttee on Banking, Housing 

and Drban Affairs 
513 Hart Senate Office Building 
Washington, D.C. 20510 

Dear Senator Gorton: 

After the Ha; 21 hearing on credit card disclosures 
and balance computation methods , you submitted some further 
questions and requested answers on behalf of the Consumer 
Bonkers Association, Visa U.S.A. Inc., and MasterCard 
International, Inc. Our responses follow. For ease of 
reference we have repeated each question lnmedlately before 
our answer. 

qOESTIOH #1 ; On page 20 of jour statement yo\i b&j. "Any 
required disclosure . . . should be limited to the annual 
percentage rate and annual fee." But on page 26 jmx say, 
"If any disclosure legislation is adopted, card issuers 
should be required to disclose at most, only (annual 
percentage rate, annual fee, and grace period)." What is 
CBA's position? 

AMSWER ; Our position continues to be that no special 

credit card disclosure legislation is Justified at this 

tine. Our testimony also suggested two fallback 

positions. First, if a disclosure bill Is enacted at all, 

it should esiphaslze those basic Items that can be simply 

disclosed by the creditor, can be compared by the consumer, 

and will most directly Influence the consumer's cost and 

thus the threshold choice of irttether to apply for a card. 

In our vlev, these Items would be the Annual Percentage 

Hate and Annual F«e. The effects of other possible 
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charges, because of the enormous variations in patterns of 
customer use of the card, are so uncertain that advance 
disclosures are not likely to influence the initial 
decision to apply. In any event, and this is our second 
fallback, no legislation should require solicitation 
disclosures beyond the APR, annual fees, and some succinct 
statement about grace periods. Any more detailed 
disclosure, at the pre-application stage, would require 
narrative descriptions of charges that vary, depending upon 
individual use habits, are certain to occur, and are 
subject to change. 

QUESTIOM n -. You state (p. 34) ". . . some retailers, 
lilce some banks, export credit card terms . . ." across 
state lines. I thought this was generally prohibited. 
Would you give me a specific example of this, please? 

AMSWER ; While retailers do not enjoy the same "most 

favored lender" status accorded Co banks under federal lav 

(which some banks rely on to export credit card terms) , 

retailers may still be free under state "choice of law" 

principles to contract for home-state rates and terms. 

This ability to choose the state law that will govern their 

customer contracts is often used by mall-order retailers 

and retailers operating In multi-state markets. With 

respect to Interest charges In particular, the prevailing 

rule in the states, reflected In the Restatement (Second) 

of Conflict of Laws J 203, le as follows: 

The validity of a contract will be sustained 

against a charge of usury if It provides for 
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a rate of interest that is pemlBsible In a 
state to which the contract has a 
substantial relationship and Is not greatly 
in excess of the rate permitted by the 
general usury law of the state of the 
otherwise applicable law . . . 

A rule similar to this was recently applied to permit a 
retailer in Tennessee to charge Tennessee rates to an 
Arkansas customer despite lower rate ceilings in the 
borrower's hone state. Stacy v. St. Charles Custom 
Kitchens of Memphis . Inc . , 683 S.U. 2d 225 (Ark. 1985) 

The distinction between banks and retailers fades even 
further when one recognizes that some retailers may 
actually extend credit through banks that are affiliated 
with the retailer through either direct or conmon ownership 
or control. He would note In particular that the Sears 
Discover Card is actually issued by a Delaware bank, which 
is in the Sears coporate group. The phenomenon is not 
limited to retailers, but includes the "travel and 
entertainment" card issuers as well: lines of credit in 
the American Express Gold Card program are In some cases 
issued by banks In the American Express corporate family. 



differs from the average daily balance method? 
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AMSWER ; The "actuarial" or "daily balance" method of 
computing finance charges refers to a system that applies a 
dally rate to the balance in the account each day and 
totals these dally finance charge figures for the billing 
period. In contrast, the "average dally balance" systems 
generally calculate an average balance for the month and 
then apply a monthly rate factor. For example , consider an 
account where the annual percentage rate Is 181. Under the 
actuarial method, the creditor would apply a daily rate 
factor of .0004932(. 18/365) to the balance In the account 
at the beginning or end of each day, and add these dally 
dollar (or cents) totals to produce the finance charge for 
the month. An average dally balance system instead would 
apply a monthly factor of .015 to a single averaged balance. 

The actuarial method is more precise, but the yields 
it produces are not dramatically different from those 

? reduced by an average daily balance method. Under the 
atter the consumer pays a little more than he should In 
February (a short month) but gets a little break in months 
with 31 days; under the actuarial method each day's balance 
in treated identically, so there Is no skewing from month 
to month. 

We believe that it would be somewhat anamoloue to 
require the marginally- Imprecise average dally balance 
method when more refined methods exist, and that there 
would be significant software conversion costs for 
creditors who would have to re-program from an actuarial 
to an average dally formula. 

QUESTIOH #4 ; Several of you oppose disclosure of "other 
charges"" and say only the annual fee should be disclosed. 
However, Hr. Craft suggests that all charges that will be 
applied consistently to the account, such as transaction 
fees, be disclosed. This approach would exclude charges 
for (what he suggests are) abusive and abnormal use of the 
card, like late payments, bad checks, card replacements, 
and overlimlts . 

Would you conment on this proposal? 

AMSWER i First, lAile we cannot speak for Mr. Craft, we 

are not certain that his recoBMiendatlon Included the 

disclosure of transaction fees. Me suggests at page 3 of 

his testimony that any disclosure should be limited to "the 

AFR, annual fee, and the availability of a grace period." 
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To the point of 70UT question, we would oppose 
mandatory disclosure of "all charges Chat will be applied 
consistently to the account, such as transaction £eee," for 
several reasons. First and foremost, we are talking about 
dlacloaure at a pre- application stage where it is simply 
iBpoflsible to know which charges will In fact be 
consistently applied. Some consumers may regularly incur 
transaction charges for cash advances , while other 
cuattmers may use the card for ATM transactions for which 
a different fee structure applies. It is the nature of 
these charges that they depend on the customer's use 
patterns which cannot be discerned in advance. The 
suggestion thus begs the question of exactly which 
charges should be so disclosed. 

Out second objection Is that any attempted disclosure 
of these charges would inevitably require narrative 
descriptions of the type of charge and when it would be 
Imposed, thus cluttering what is intended to be a simple 
"price tag" solicitation disclosure. Moreover, it bears 
repeating that the customer will get all that information, 
and more, no later than when the card is senti a consumer 
who wants to identify all possible use patterns and their 
cost consequences can do so at that time. 



QOESTIOH 15 : Most of you have testified In favor ( 
limiting disclosures to card solicitations MAILED 1 
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coneumer. This would exclude the "take one" or "pick me 
up" applications found at counters and in magazines . One 
witness explained that the problem with requiring 
disclosures for the "take ones" is that each time any 
disclosure term changed, the issuer would have to revise 
and reprint all forms . 

How often do issuers now revise and reprint forms? 



AMSWER : We have no data on how often card issuers revlse 
and reprint forms, particularly the countertop "take one" 
applications or brochures. 1£ compelled by law to put 
explicit cost terns in such brochures, or In magazine ads, 
most card Issuers would probably want to put an "effective" 
or "expiration" date along with those disclosures for their 
own protection. 

With all due respect, however, the questions seem 
somewhat mlsfocused. One or another of the terms of a 
credit card plan may change with some frequency, given the 
volatile nature of the market. At present, reprinting of 
forms or brochures may not be necessary for each such 
change if the existing materials are still usable as 
general promotions. But if specific, current disclosures 
are required in each brochure, a change in terms for the 
plan would necessitate the reissuance and redistribution of 
that brochure. Thus a disclosure provision applicable to 
such "general public" solicitations would greatly compound 
a card issuer's promotional costs. 
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Even with s ststed expiration date, "stale" brochures 
or macerlala will Inevitably get Into the hands of 
conaumera who may overlook that statement and Chen claim to 
be misled bj the outdated disclosures. 

Moreover, since the rate at which consumers use "take- 
one" brochures and applications varies significantly from 
site to site, making It difficult to predict Inventory 
replacement Bchedules, card issuers would need to establish 
Internal units or employ external service organizations, to 
roonlotr and recall applications and brochures with each 
change in terms. Thus, the costs of recalling outstanding 
applications and brochures would be high. 



QUESTIOU 16 ; In your testimony you state that "the value 
ot legislation imposing additional and duplicative disclo- 
sure requirements must be considered in light of the 
potential for consumer confusion and information overload . 

In what sense are these bills duplicative? 

What other statutes require disclosure of the annual 
percentage rate, annual fees, and grace period in credit 
card solicitations? 

AMSHER : The pending bills are duplicative of existing 

requirements of the Truth -In -Lending Act in two 

respects. First, consumers will get all the information 

required by these bills no later than the actual issuance 

of the card. This la currently required by TIL Act S 

127(a) and Regulation Z SS226.5 and 226.6. Second, any 
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cxedltor who voluntarily incorporates the annual percentage 
rate, annual fees or grace period into advertising 
materials must then also include additional pertinent cost 
information. This Is the thrust o£ TIL Act § 143 and 
Regulation Z $226.16. 

We did not mean to Infer that other existing laws 
already require specific numerical or textual disclosures 
at the solicitation stage. We would note, however, that 
many states have laws prohibiting unfair or deceptive acts 
or practices, and these statutes could be brought to bear 
on promotional or solicitation activities that constitute 
real deception. 



fou think that a requirement to dlsclo'sfi the APR, annual 
ee, and grace period Is lengthy and complex? 

AMSWER ; The Gorton Bill as presently drafted also calls 

for disclosure of "other charges . . ■ applicable to the . 

. . use of the credit card." As we made clear in our 

testimony, we would prefer any disclosure requirement to be 

limited, as suggested by this Question 7, to the annual 

percentage rate, annual fee and a simple grace period (or 

"free period") disclosure. Certainly a disclosure of the 

APR and annual fee need not be lengthy. Disclosure about 

grace periods could become quite lengthy if the disclosure 

had to explain all the varying circumstances under which 

pre-bllling and post-billing grace periods could exist. 
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This la why we urged in our testimony that any such grace 
period disclosure be limited to purchase transactions, and 
be based on the sliDplest possible statement as to the grace 

QUESTIOH ^8 ; You note that a requirement for a uniform 
balance computation method would conflict with state laws, 
and creditors could be required to run parallel systems to 
accommodate mandated changes. Could you tell us how many 
state statutes would be conflicting? 

ANSWER ! Ue do not have such a nationwide compilation at 

hand. We note, however, that the appendix to the testimony 

of the National Retail Merchants Association collects the 

balance computation rules applicable to merchants. We 

believe that the rules for bankcards are equally as 

diverse, and in many cases may be covered by the very same 

provisions the NRHA lists. 

In some states, this conflict between a federally 
mandated "average dally balance" method and local state law 
would be quite clear. For example. North Dakota requires 
any credit service charge to be disclosed in the intltal 
agreement as a "monthly rate to be applied to the balance 
outstanding from time to time ... as of the beginning or 
end of each billing period." N.D. Cent. Code f 51-14-02. 
As Importantly, many states require the use of carefully 
defined "average dally balance" methods which vary from 
state to state. This would necessarily lead to state 
definitions which differ from s Federal Reserve Board 
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definition of the "averge daily balance." See , e.g. 
Tex. Rev. Civ. Stat. Arm. art. 5069-X5.01Cc) j Me. Rev. 
Stat. Ann. tit. 9-A i 2-402(2). 

The costs associated with maintaining dual systems are 
quite substantial. There are, of course duplicative 
hardware and software expenses once two systems must be 
used. Additionally, there are significant legal and design 
costs associated with running two systems. For example, it 
is not clear how payments and credits, or how insurance 
premiums, are allocated. These problems become more 
complicated when one recognizes the possibility that 
different rate and balance compute tionmethods would be used 
in each system. 

Regardless of the number of outright conflicts, a 
larger point remains. The states typically incorporate 
balance computation methods as part of a comprehensive 
regulatory scheme for consumer credit. Federal tinkering 
with one element of those schemes not only intrudes on what 
have been state perogatives , but risks upsetting what are 
often delicate balances of restrictions and permissions for 
rates , balance methods , annual fees , incidental charges , 
and other aspects of credit programs. 
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June 16, 1986 



The Honorable Alfonse K. D'Ameto 
Onlted ScaCBE Senate 
Convticcee on Banking, Housing 

and Urban Affairs 
520 Hart Senate Office Building 
Washington, D.C. 20510 

Dear Senator D'Amato: 

After the Hay 21, 1986 hearing on credit card 
disclosures and balance computation ntethodG, you submitted 
some further questions and requested answers on behalf of 
the Consumer Bankers Association, Visa, U.S.A., Inc., and 
Mastercard International, Inc. Out responses follow. For 
ease of reference we have repeated each question 
ianedlately before our answer. 

QUESTIOH /I ; Despite your arguments to the contrary, you 
cannot cite any evidence that the free market is working. 
By contrast, I can cite the lack of price competition among 
the 10 largest issuers and the fact that the profit on 
credit card activities is 5 times higher in 1985 than all 
other bank lending activities. This fact suggests the free 
market Isn't working yet you still oppose additional 
disclosures. I am curious, just how do you propose to make 
the free market work if consumers are denied easy access 
to Information that will enable them to comparison shop7 

ABSWER ; Our perception of the market differs 

fundamentally from yours. There is also abundant evidence 

of vigorous end healthy competition among credit card 

Issuers, including the fact that credit cards have never 

been more popular among consumers, and more and more card 

issuers are marketing their card plans to an increasingly 

sophisticated public. Direct price competition has never 

been the sole benchmark of a successful "free market" 

(vltness the present pricing practices of the automobile 
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Industr;) . In any event there Is dally evidence In the 
press and elsewhere that competition for credit card 
customers Is being cast in price terns. The attached 
article which appeared In the June 5 Issue of the American 
Banker refers to a credit card "rate war" in Connecticut, 
the enclosed advertisement touts one local card issuer's 
low rates, and the attached copy of the Nllson Report for 
April 1986, lists (p. 7) some 23 banks that have reduced 
their rates over the preceding year. 

Our opposition to the pending bills is not based on 
any £ear of free market competition, nor on a desire to 
withhold relevant information from the consuming public. 
Our objection Is to the imposition of a new layer of 
specific, rigid, burdensome disclosure requirements on top 
of existing federal disclosure laws that have worked 
isfully since 1969. 



lecessary because customers 
do net really want this information or because additional 
disclosure will confuse consumers and therefore not provide 
any new Information to which the customer already has 
access? 

ANSWER ; Neither reason reflects our position. We accept 

the fact that many consumers want to know about the cost 

Implications of credit card programs. However, we believe 

that the Interests of these consumers are not furthered by 

additional disclosures which may well confuse rather than 

enlighten them. Our position on this issue is 



)vGoo'^lc 



D'AIUTO—ROHNER 



stTalghtforwardi consumers who want Information can get it 
now — from advertisements, by telephone Inquiry, and as 
part o£ the initial disclosures given before the consumer 
is in any way obligated on the account. A new regimen o£ 
mandatory written disclosures in all solicitation and 
application materials, with the attendant costs and 
compliance risks for creditors, cannot measurably improve 
the existing information available to consumers about 
credit cards . 



S tJESTIOIl 13 ; In your testimony you state that additional 
iBciosure Is "duplicative and unnecessary " and cite a 
1977 report that concluded a majority of consimierB were 
aware of credit card interest rates. Believe it or not, a 
lot has changed since 1977. The number of credit card 
users has increased dramatically, credit balances are 
increasingly high so that we have become a nation of credit 
card Junkies I however, the ability o£ the consumer to 
comparison shop among the many new entrants in this field 
is limited due to a lack of disclosure. How can you say 
that Increased disclosure and dissemination of information 
to the public is unwarranted and the public is aware in 
light of the fact that I have received, since January Z8, 
1986, over 100,000 Inqulrlee concerning the availability of 
low cost credit? Certainly there are better ways to 
disseminate this Information to the public than through 
Congressional offices. 

AMSWER : Our testimony was to the effect that existing 

disclosure laws have had a dramatic effect on consumer rate 

awareness, even measured as of 1977. Ongoing studies by 

the Federal Reserve Board and others promise to shed 

further light on the dynamics and the effectiveness of 

existing disclosure mechanisms. Hasty enactment of new 

disclosure rules, without the benefit of the fullest 

possible empirical information, such as the current Federal 
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Reserve Board study scheduled to be available in the Fall, 
may be nothing more than a shot in the dark to solve a 
"problem" that may not really be there at all. 

Without being privy to your correspondence, we cannot 
comment fcnowledgeably on the "inquiries" you have 
received. We are inclined to believe, however, that they 
are testimony to the widespread and effective publicity you 
and other members of Congress have given to credit card 
rate matters, publicity that has certainly increased the 
senaitlvity of both consumers and card isauers to 
competitive rates . 

tESTIOS fit : In the current economic environment of 

discount 1 
remained e 

AMSWER : There are numerous reasons why credit card rates 

do not always track major economic Indices: these include 

the relatively less significant role of cost-of-funds in 

setting credit card prices t the unique services offered 

through credit cards; the high transaction volume and 

intensive data communications that characterize credit card 

programei and the need to maintain profitability after 

periods when credit cards were "loss leaders." We 

commented extensively on these matters in a January 28, 

1986, letter to Senator Gorton, a copy of which is 

attached for your Information. 
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ffllESTIOS 45 : 
servicing coi 
high ratee . 



d) If the cost of funds has a significant impact on 
credit card interest rates, and the cost of funds 
has dropped, then servicing costs must have 
increase exponentially to justify the charging of 
interest rates exceeding 19Z? Have servicing 
costs risen during the last 4 years or have they 
remained steady? 

e) If servicing costs justify current credit card 
Interest rates, then how can a email bank In 
Arkansas which charges 12.51 be more efficient at 
servicing Its card holders than large Institutions 
such as the Bank of America and Citibank which 
charge their card holders rates in excess of 19Z 
and sometimes 21ZT 

f) If more consumers are aware of banks charging 
lower rates, and the high rate chargers begin to 
lose customers to these baiiks, wouldn't Citicorp 
and Bank America be compelled to lower their card 

g) Wouldn't the lowering of Interest rates by the 
high rate chargers In response to increased 
competition represent an admission that the 
failure of credit card Interest rates is due to a 
lack of contpetitlon between issuers rather than 
rising servicing costsT 

AHSVfER ; Since the setting of credit card rates and terma 

is a matter for each card issuing institution, neither CBA 

nor the Visa or MasterCard organizations maintain pricing 

data on Individual bank card programs . We have attached 

the April 1986 NilBon Report which (pp. 4-5) gives 
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upeful breakdowns of bankcard expenses and income, which 
we refer to In response to your specific inquiries. 

a) According to the Nilson data, 55Z of the expense 
of a card program goes to items other than the cost of 
funds. Interest charges amount to 63Z of the card issuers' 
income. A.s a percent of interest income alone, operating 
costs would be 691. 

b) Nilson projects cost of funds as constituting 
44.96Z of the total expense of operating a bank card 
program. As a percent of interest income alone, the cost 
of funds would be 56. 5Z. 

c) Certainly rates would not drop imBediately , and 
perhaps not even in the longer tern, if card issuers face 
Increasing operating costs, or are rebounding from prior 
periods of negative profitability (such as was generally 
the case in 1980-81 and some earlier periods). 

d) We have no comparative data on servicing costs 
over the past four years . 

e) The ability of a small bank in Arkansas to offer 
lower rates than a money center bank does not hinge on 
"efficiency." It is the result of targeting only s very 
selective, "blue chip," customer base, localized 
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operattons , and the generation of Income from non-rate 
sources such as annual £ees , reduced grace periods , higher 
merchant discounts, and the like. (We note that one 
Arkansas bank that has shared In your praise for its 
particularly low rates is now planning to relocate its 
credit card operations to Delaware, a state «rttlch has 
deregulated rate ceilings presumably for the purpose of 
exporting rates) . 

(f> If It were clear that a loss of customers was 
attributable to competitors' lower rates. It Is plausible 
that banks would reduce their own rates as a competitive 
reaction. Since all available evidence suggests that 
customer loyalty is related to numerous factors beyond just 
rate, a mass exodus of customers from one bank card program 
to another is unlikely. For example, Nilson estimates 
that SIX of all card holders are "convenience users": 
i.e., they pay off their balances within the grace period 
and thus avoid all finance charges . There would be no 
Incentive for these customers to change banks merely 
because of a lower rate ; Indeed there would be a positive 
disincentive to change banks if the lower-rate card 
plan restricted or eliminated grace periods. 

g) Ho. In our view it would demonstrate exactly the 
opposite, namely that as circumstances permit some banks to 
lower rates, other banks may feel compelled to adjust their 
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rates as well. This is the con^etltlve narket place at its 
best. 



function of credit card interest rates? 
ANSWER ! No. It has been amply demonstrated 
theoretically, and more importantly empirically, time and 
time again that credit charges ebb and flow with market 
pressures, operating expenses, and alternative Investment 
opportunities, and that artificial state-law restrictions 
on rates either force creditors to generate revenue from 
other sources, or discontinue or reduce lending in that 
restricted market. 



QUESTIQM tl : Does the demand for credit cards explain 
the t allure of Interest rates to fall? Have credit card 
issuers responded to falling financial costs by Increasing 
the availability of credit cards rather than lowering card 
rates? Haven't card Issuers chosen to compete by easing 
their credit standards or by making non-rate credit terms 
more attractive rather than by lowering interest rates? if 
real competition existed between credit card issuers then 
would card rates drop? 

ANSWER : We are not certain we follow the thrust of this 

sequence of questions, nor that we have the data to answer 

them precisely. Intense competition for profitable 

customers has clearly increased the overall number of 

cardholders significantly. The techniques that individual 

card Issuers use to attract and hold their customers are 

probably so varied and mixed as to defy generalizations . 
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Banks In general have not thought it their duty t 
credit card services to only the affluent. 



QUESTIOM 18 1 Would the Itnpoaition of a floating j 
ceiling cause credit card Issuers to be more relut 
esse their credit card standards? Could this result in the 
extension of credit to some Individuals? Wouldn't the; be 
less llfcel; therefore to extend credit to those who are not 
credit vorth? rather than to discriminate against those 
with acceptable credit histories? Doesn't this mean that 
card issuers are willing to keep rates high for responsible 
users while simultaneously lowering credit standards to 
disseminate more cards to the general public without regard 
to credit worthiness? 

AMSWER i A restrictive floating rate ceiling would 

undoubtedly cause many banks to tighten their credit 

granting standards to minimize collection problems and the 

risks of default. The Inevitable effect would be to deny 

the benefits and convenience of credit cards to those 

consumers tAose incomes or other creditworthiness 

credentials are marginal. This kind of rationing is not an 

objective that banks wish to pursue, and we believe It runs 

directly counter to prevailing federal policies on credit 

availability and community reinvestment. 



In fact, making credit available to lower incone 
levels often results In very large net social gains. As an 
example, consider the family which cannot afford to pay 
cash for a washing machine, and therefore substitutes the 
use of the landromat. ONe can easily imagine that the 
costs incurred (lost time, travel expense and higher per 
loand charges) exceed the interest expenses associated with 
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the purchase on credit of a washing machine. Thus, we 
would suggest that card Issuers are providing a beneficial 
product when the; are able to offer credit cards to persons 
oth«r that the "blue'chlp" card user since, on bslace, 
credit purchases can often lead to a net savings for lower- 
income families. 

On the other hand, it Is not correct to state or 
assume that card Issuers now Issue credit cards "without 
regard to credit worthiness," or to "those who are not 
credit worthy." Similarly, it is not the case that bank 
card issuers "discriminate against those with acceptable 
credit histories." 



QUESTIOH t9 : In recent months we have heard conflicting 
reports concerning the reasons credit card rates have not 
declined. Shouldn't we require an independent agency of 
the federal government to provide an explanation of the 
failure of rates to fall? Vhat agency should undertake 
such a study? 

ANSWER : We seriously doubt that an investigation by a 

federal agency would edd any further enlightenment to what 

your Comnittee has gathered over the several recent sets of 

hearings . 



QDE5TI0H 110 ; Why shouldn't some issuers lower their 
rates to increase competition rather than to issue more 
credit cards to a broader general public? 

ANSWER: Our understanding of current law and policy Is 

that a bank card Issuer should be free to pursue either 

goal, or both simultaneously, subject only to constraints 
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of fair dealing, non- discrimination, and safety and 
soundneea. 

QUESTIOH ^11 ; On average, how many points above the coat 
Dt money do banks need to make a profit on their credit 
card operations? 

AHSWER ; The attached Nilson Report (p. 7) suggests 

that "the spread between the effective rate that determines 

income and the cost of money should be within the 6Z-8X" 

range, as it was in 1985. 



? UESTIOM tl2 : Can you cite any evidence that credit card 
nterest rates will drop In the near future unless we enaci 
legislation? 

Question 1 and the attachments 



QUESTIOH fl3 : The states of Uashlngton, Arkansas, Alaska 
(m Texas have imposed some types of limitation on credit 
card interest rate charges. What have been the experiences 
of credit card issuers in these states? 

ANSWER: To the best of our knowledge, in those states 

and elsewhere when rates are limited, card issuers adjust 

in some combination of the following ways: (1) increase 

annual fees, merchant discount, or other charges; (2) 

tighten credit granting standards to maintain an up-scale 

customer basei (3) lower the credit limits or terminate the 

cards for marginal customers) O relocate their credit 

card programs to a more hospitable state and "export" more 

favorable rates; or (5) shut down their credit card program 

or sell It off to an out-of-state competitor. These 
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effecce can be «nplrlcal by various sCudlss, coplas of 
which we vould be happy to provide. 



QDESTIOS /1ft 1 Let's assume that the floating celliiiK 
contenpla^eS by the D'Amato bill, S. 1922 was Imposed 
upon banks. How would this affect the banks — would they 
be able to nake a profit or would the less profitable be 
forced out of business? 

AHSHER i See the answer to Question 13. 
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groupe, apadal programa tor etodents and promotiana tailored to women and other 
maiket sesmoitB not beavlly pursued Id Oia put Seara will give bank eanla tbe 
taggeat boost by apoidiag bundnda of mlllltwa ot doUan to pronote Dteeover Card 
to lowei^lnccme ginupB wbo will ereotuall; bectane baak-CMd cuatoman. 
Tiavel and enlaitalnmait carta lad bj Amttilcan Ezpraae wUl Inr iiaii from the 
pnB«Dt le. 5 mllUoa to 20 nUlUoa In the naat Bn ywn and then Lerel iriL AU the 
'It carta wUeh are pnqjiletaiT hKre raached maikel aatnratlon. RebU 




cards lor rerolvlng ^ 

mended cards because most low-n 

relatively slim profit msrgina bjr reatrlcUag credit to local n 

FolltielanB don't lm<n> enou^ about the baift-caid indnstrr to reaUae low-rate 

leauere can stay alive only by screening out aU but the 10% to 15% of appficanta tbat 

appear to be tbe beat credit risks, and that tbla tende to etlmlnate uoat ol the baik- 

card users that are price -conadoua enoucb to abop around for lower ratea. Moat 

low-rate banka arent set isp, nor did they erer liitnd to handle any la^e volume of 

buBlneee. Some go out of their war to dlaconrage new enatomera and mai? are 

ill -equipped to eapt with the sralancbe d twplleatlODS tbsy are gettliiK thanks to 

lawmakers' misguided recommendatlane. To properly service the broad base of 

eonaomers handled ty Cltleoip, Bank of AmeriM, MamtfacHirera, nrat Atlanta, 

and other oatioiiwide operatiooa, banka have to cbarge the higher ratee these legle- 

lators wtut to outlaw. 
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Credit Card War Erupts in Gmnecticiit 

kctuiors StBEh Ralas in Banie wtti Mori8|r CenlGr hffldas kr Motat Shoe 



NEW YORK — A credll ord wu hu 
erupted in Connecticut u three bulla 
within ■ week hive iluhed inlerett 



t NiHoiul Buili in Hutbrd. 
I temponrlly lowering iti credit 
011.75%. 



■There 



ir here like y 



Hildn't believe. " uid Brent DiC'ior- 
gio. public relation] ofHccr at Connect- 
icut National. In recent weeki, Con- 
necticut Bulk and Tnot Co.. People'] 
Bank, and Society Ibr Savingi have alio 



ble credit card rate In CouDecticul 
from 18% to 1S». 

"We're definitely (oing after the 
nmney center banb Uat luve flooded 
the mailiet over the lait Kvenl yean 
in Connecticut. " iiid Donald Crigley. 
■enior vice president at Connecticut 
National. He estimalei that out-of- 
itate buk(, mainly New York Citv bc- 
hemolhi. control some 23% oF Con- 
necticut'] credit card market 



ary annittlfee — 125 for regular cardt 
and 140 (or premium cardi — until the 
flnt quarter of neil year. 

"We don't lee what's going on in 
Connecticut as a competitive threat." 
said Ken Hen. a vice presideDt at 
Chemical Bank, one of the nation's big- 
gett isiuen of bank ciedit card]. He 
■yiestioaed the impact of a temporary 

Connecticut National has some 
230.000 credit card account] in Con- 
necticut, makiflg it the leeoad-biggut 
in-state iuuer behind Connecticut 
Bank and Tnut of Hartford, which hu 
about 3TD.0O0 accounts. 

Connecticut National's new rate un- 
dercuts CBT, which last week lowered 



Sept. 30 in 



n effort to 



1 12% u 



CBT. "Moit people are vacationinf in 
the Mates tUi ytat. and they'iv using 
their canli br VKaHon e^eMet. bH:k- 
t»-*chool opeoaai. and (o on." 

Siace tW praoam ¥n« auounced 
on May S7, the bank bai had 40 cui- 



People's Baik te Bridgeport alio un- 
derent CBT wben It tnnotuMed etirttcr 
thii wedi thtf it ii lowoi^ fu cradH 
cud nte from 19.M to 11.5% effoc- 



«Jua 



let) 



30. 



'TUi if the McmHl rata cut in ■ matter of 
monlht for People'i. whk& IowctmI in 
cud rata Emm ITS to IS.MlnMacdk 

And Sodety far Snrlna In Hutfbtd, 
which lowered Ut cai4 nte a few 
weeks ago. plans to ci« Iti rate again, 
laid Peter K. MulUgui, lenior vice 
president at Society. Society] credit 
etidi now carry a rate of 13.9%. 

ConnecUcvl banken nid they be- 
lieve they can sUll turn a iniaU proiRt on 
credit cards by charging 11% or 12%. 

"Under thii structure, I would be 



suipriied iFanytblni 
inal profit would 
inald J. Auilemnu. a 






tant baied In Cardm Qty, N.Y. 

'Anytime you have a money sale, 
you'll have a lot lower return on as- 
sets," conceded Mr. Crikey of Coo- 
We' re hoping thai 



..__;lcutNaHoi 

temi enhancen 
least the ihonf 



It that it 






lyl- 



i Mr. / 



ima, "You 
cenainry woun nor wau 10 begin an 
eipaaaion program, became it leave] 
^nohilety no room for rising bad 
debt. " Credit losses are eipected to 
rise as banks expand their credit card 
portfolios. 

The Connecticut price war is the 
most concentrated eumple of the scat- 
tered rate-cutting by imati and medi- 
um-tiie card isiuen in recent rnonthi. 
of the the top 



credit card banks, ho> 
bu^cd. 

The battling financi 
Connecticut have cut 



have not 

their ntei be 
hough the C 



BbetheL, 

mum of 15%. evei 
necticut Banken Aoodation it against 
the law. Tlie banks and the (^necti- 
cut Retail Merchant! Association, 
whole nwmben also inue credit cudi, 
have oppoui the Uw, claiming that it 
would not achieve any real savlnp lor 

"The bill's going to became Uw and 
we're going to have to live with that." 
said PreitOD C. "Bud" Klu. eiecutive 
vice president of the Connecticut 
Banken AHodatlaD. 'But I don't know 
what the outcome will be." ■ 
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Answers To Questions for Mr. Feldman 

Submitted from Senator Gorton 

Hearing: Hay 21, 1966 



Q.l. Some of your member's cards, such J.C. Penney's, can be 
used at merchants other than the parent company. For 
conditions of competitive equity, shouldn't such credit cards 
be treated in the same way as bank cards? 

Answer 1. A merchant's proprietary credit card cannot be 
used to make purchases from other merchants who are unrelated 
to the card issuer. This is true of J.C. Penney's credit 
card as well as those of all other merchants of which I am 
aware. This is also the case, in the vast majority of cases, 
when different merchants are owned by the same corporation 
( e.g. . Allied Stores Corporation, Federated Department 
Stores, Associated Dry Goods, The May Department Stores 
Company, etc.). For example, when a consumer opens an 
account at a store owned by Federated [ e.g. , Bloomingdale's) , 
that card represents the consumer's account at Bloomingdale's 
stores only. Presentation of the Bloomingdale's Credit Card 
at a different store owned by Federated may facilitate 
opening a new account at that different store ( e.g. , I. 
Magnln), but, with rare exceptions, it cannot be used to 
charge purchases at that different store. For this reason, 
among several others, the merchant's credit cards are clearly 
distinguishable from bank cards. 

Q.2. You state that at least one state prohibits the average 
daily balance calculation method. Which state? What method 
does that state require? 



Montana's statute does not authorize the average 
daily balance method. That state requires use of the ending 
balance as of the last day of the billing cyle minus the 
amount of purchases charged to the account during that cycle 
{Sec. 31-1-2<1(2) Mont. Code Ann.). 
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AMKRICA3T ReTAJL FEDERATION 



STATEMENT OF THE 

MEHICAN HETAIt, FEDERATION 

POH THE RECORD 

IN HEARINGS BEFORE THE 

SUBCOMMITTEE ON FIHANCIAt, INSTITUTIONS AND CONSUMER AFFAIRS 

COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS 

UNITED STATES SENATE 



S. 2421, S. 2264, 



Hay 21, 1 
Washington, 
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Tbe Aaecican Retail Federation (ARf) is takinc 
opportunity to piesent tot the lecotd Its views, comner 
observations regarding S. 2140, S. 22(14, and S. 2421. 
grateful to the Subcoooittee and Its staff foe the oppt 
to nake known its views on these legislative piopoaalH. 

HeNbecstaip in ARF consists of 27 national leta 
associations, 50 state tetail associations, the Gceatei 
Hashington Board of Trade, as well as corporate nembei! 
Through Its neatieEB, ARF represents nore than one milll 



Tbe najority of retailers represented through thi 
Federation offer or extend consumer credit, nost of which 
the torn of open end (i.e., revolving) credit. The vast 
aajorlty of thoas retail open end credit plans Involve thi 
issuance and use of ccedit cards. For that reason, ARF ii 
vitally interested in the three bills to which this 
addressed and tbe inpact that those bills would havi 



The Aaerican Ri 
>ill8 for a nUBber of 



)vGoo'^lc 



Although they differ 






the principal Bin □ 
specific InCornatio 

ctedit card a 

apply to credit card 'Holic 

le consumer.* S. Z421 l 

lily balance nethod of computing the 
finance charge is imposed (or an alternative that results in a 

I credit card under which credit may be extended by a party 
other than the provider of goods and services — in other words. 
It would require use of the average dally balance method for all 
three-patty cards. 



with the application or solicitation 
S. 2140 and S. 2264 would apply to 
applications, and S. 2421 would 

o would require use of the average 
on which the 



For reasons stated hereinbelow, we believe that the 
discloBUre provisions of 5. 2140 and S. 2264 are unnecessarily 
redundant; consuraers already are given the disclosures that 
would be required by those two bills before first use of a 
credit card account. S. 2421, on the other hand, is overly 
broad as well as redundant. It would mandate the prescribed 
disclosures In any advertisement of the availability of credit 



:ard 



illed t 



)vGoo'^lc 



Readln9 that requlcement together with the bioad 
definition of the teen 'advactisement* In Regulation 1 (12 CPR 
S 22e.2la)(2)), the aisclosure lequlcements oE S. 2421 would 
apply to any 'conseicial message In any nedlum* that is nailed 
to the consume! and that 'promotes directly oc Indirectly, a 
credit transaction.* This would include, foi example, flyers 
that are mass-mailed by retailers to consumers in advance of 
special sales if the naterial included even so much as an 
announceHent that could be construed as pronoting the 
availability and/or use of credit card accounts. Moreover, 
S. 2421 would require disclosurea even if the advertising 
aaterial Here nailed principally to existing cuatoDiers, because 
s. 2421 does not exclude credit card advertisements mailed to 
consumers who already have credit card accounts. 

Thus, kBP feels that S. 2421 is (like S. 2140 and 
S. 2264) not only redundant but also unneceasarily inclusive. 

infornation that would be required by these three hlllH to be 
disclosed to consuneca at the time of application or solicita- 
tion/advertisement already Is required to be disclosed either by 
the Truth in Lending Act (IS IJ.S.c. S 1637(a)) or Regulation Z 
112 CPR S 226. 6(a)) before the fitat transaction under an open 
end credit plan. Furthermore, if after receiving the disclosure 
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a conaunec decldee for any reaaan that he or ahe does not want 
to paitieipate In Etie credit plan and wlthdi:avs from It, any 
iteBbezBtiip fee paid before receipt of the disclosure statenent 
nust be refunded (Official Staff commentary to Regulation z, 
coBBBnt 5(b)(l)-l. 47 Fed . Reg . <133B, et aeq . 1 ■ 



small memberBhip fee, if, upon receipt of the full disclosure 
statement required by the act and regulation, the consumer does 
not care to participate In the credit card plan. Although 
retailers do not (and under some state laws cannot) assess an 
annual ot a membership fee. consumers already are protected 
where creditors do impose such a charge. 

One of our hasie objections to all three bills, 
therefore, is that they require disclosure of Items of Informa- 
tion that credit card iBsuers are now required to furnish aa a 
part of the disclosures given to the consuner before first us* 
of the account. The disclosures required by all three bills 
simply are excerpted froo the full disclosure statement that 
card issuers will continue to furnish after approval of an 
application but before first use of an account, arp considers 
such cequlrenents to be extravagantly u 
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If, in fact, conaunvcs now are b«ln9 Inluced by reason 
of their failure to read the discloaurea cuciently being given 
to tbe«, furnishing the same disclosures tolce within a rela- 
tively abort period of cima is not likely to improve their 
Inclination to read those disclosures or theii efforts to under- 
stand then. It is inequitable in the extreme to lequlie credit 
cacd issuecs to foot the bill foe those disclosures, partl- 
culacly when there Is no evidence that the disclosuce redundancy 
would really operate to protect consumers. 

Average Daily Balance Computation . It appears ttiat the 
provision mandating use of the average ddily balance (or any 

tive that produces a lower finance charge) in 5. 2421 was 
d to exclude retailers. It applies only to 'any open end 
credit plan involving a credit card under which credit nay be 
d by a party other than the provider of goods or 
a.' It must be renenbered, however, that many retailers 
epartmenta to third-party suppliers of goods and/or 
3 under arrangenents in which the actual provider does 
end credit. Por example, many retailers have fcanchised 
: leased departnents within their stores that sell merchandise 
i.q. ■ shoes) or services ( e.g. , optonetric examinations) that 
ly be charged to the consumer's retail credit card a 
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In ocner cases, cetailecs might pacmit theii cards tt 
be honored by off-pienisea third-pacty pcoviders of cecCain 
goods oc seivices. ?oi example, a cetailec night have dn 
aFTdngenent under Hhicti its credit card may be used Co rent a 
bicycle frORi a tnicd-party provider or pay foe plumbing eecvic 
Eurniahed by a local plumbing shop. In any of the foregoing 
cases, all accounts under Che entire credit plan would be 
subject Co the average daily balance requirenent, because Che 



In any event, however, liRF is opposed to any proposal 
to nidndate use of the average daily balance method Co compute 
finance charges. The use of this method cequices a degree of 
sophistication in both hardware and software that is not readily 
available to many retailers. For example, Che researchers from 
Che Tayloe Hurphy Institute of the Colgate Harden Graduate 
school of Business Admlniscracion at the University of Virginia 
made public their findings abouc balance assessment methods in 
use, as follous: 



•A variecy of balance computation methods are in 
use by Virginia retailers. Leas than a Chird of 

balances to compute finance charges; rather, they 
are relying on methods that can be readily com- 
puted manually." Report of the layloe Murphy 

Busineas Administration, University oE Virginia, 
:redil card Billing Practices in Virginia , Senate 



Document Ho. 4 (19B61, p. 5. 
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Haoy Eetailecs, patciculaily smaller Eecailecs, 
contlnus to use nechanlcal billing equtpnent chat sinply will 
not cmpute tha avsrag* daily balance for purposes o£ asaeas- 
Ing [inance chacges. Hany otbei cetaileca that have access to 
conputeis aie lelying upon of f-tbe-shelf softwace that does not 
coBpute average daily balances, still other teCaileis have 
acc«BB to actvice bnceaus with only United (oc no) ability to 
develop average daily balance pcogiams. 

ARF [latly cejects any premise that would lead to the 
conclusion that it is the function of congress to impose on 
cetailers — particularly small retailers -- by legislative fiat 
the requiieaent that they (the eetailecs) compute finance 
charges using a basis as complex as the average daily balance, 
with taking 'lower finance charges' as Che only legal alterna- 
tive. Thus, the Anerlcan Retail Federation is adamantly opposad 
to S. 2431'a proposed addition of secton 127(d) to the Truth in 
Landing Act that would inpose any such reguirenent. That 
requiranent is confiscatory with respect to retailers, while it 
pEovides little or no benefit 



The average daily balanc* method of conputlng finance 
charges is not intrinsically aore fair, nor, for that matter, 
does it neceasarily produce a lower finance charge Chan does any 
other given nethod of computing finance charges. The purchasing 
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and paying hdbits of Che consuner are far more inpoitanC 
determinants of tna finance charge — and Congress surely k 
not tFy to dictate mandatory purchase and payment pattecna 



In any event, requiting the use of the average daily 
balance method most assuredly ia not an appropriate or proper 
undetcaliing ol the federal government. 

Civil Penaltiea . Eaaentially, account solicitation ia 
advertising. Its purpose is to gain consumers' acceptance and 
use of credit card accounts, just as conventional product adver- 
tising is intended to gain consumers' acceptance of the merchan- 
dise or secvices offered for sale. To be effective and at the 

1 mass marketing basis. Because iibbs marketing 
techniques are used, one amall nlstake in diacloaure ( e.g. , a 
typographical error! could be vastly magnified when placed in 
the mail boxes of scores of thousands of consumer recipients. 
thus exposing a card issuer to seemingly endless litigation. 

It is true that violation of the disclosuce require- 
ments of the three bills here under consideration would not be 
subject to recovery of automatic civil penalties {twice the 
amount of the finance chargei $100 nlnimumi $1,000 maxinun) 
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pEOVlded undei IS U.S.C. S ie4a(a)<2). It is also true, 
hoHevet, that we are a litigious society (see. e.g. , The wall 
Street Journal , east, ed., June 3, 1986, p. 1). The fact that 
the disclosure requirements of cheae thrac bills would lemain 
subject to suits for actual damages, plus attorney fees and 
court costs, very likely would make mass marketers high profile 
targets for that type of litigation. 

In the original Truth in Lending Act, Congress recog- 
nized that advertising/solicitation Is Inherently different from 
disclosure. Disclosure requirements are set out in chapter 2 of 
Che Act (15 a.S.c, Part B, S 1631, et sea.l, whereas the 
advertising provisions ace In chapter 3 115 U.S.C. Part C. 
S 1G61, et aeq . ) . That fotnat of chapters remains unchanged 
today, even after note than a score of anendnents to the Act. 

congress also recognized that civil penalties were not 
appropriate for advertising infractions, oacBuse no credit 
actually had been expended at the time an advertisement appears, 
and the consumer is under no legal obligation to make any 
paynents. Accordingly, the requirements of chapter 3 of the Act 
— Credit Advertising -- are not Eubject to civil penalties, 
«v*n those for actual damages. 
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'^ All thcee of the bills here undeE consideiatlon would 
•ubject vlolatlonB of tha pioposed new application and advectis 
ing/soliclCatlon discloauivs to claim* foe actual danagea — 
even though, at the tine those diacloauEea aee made, no credit 
had been extended and the conaunier is under no legal or other 
obligation to nake payments. Surely, such a provision would be 
a trap foe the unwary creditor, and more important, it could be 
a windfall for consumers. Such a provision could be used as a 
tool with which to haiaaa card iaauers Into a settlement rather 
than pursuing Bore expensive litigation — even when no one had 
in fact, been damaged by an informational erior in a credit 

ARP is oppoaed to any statutory or regulatory scheme 
that Inposes what could be very substantial exposure to civil 
penalties — exposure that could be used to elicit settlements 
from card issuers as tha only alternative to expensive litiga- 
tion — when no credit has, in fact, baon extended. 



Summary . For all of Che foregoing reasons, the 

American Retail Federation urges the Subcommittee to reject 
S. 2421, s. 22€4 and S. 2140 in theli entirety. 

ARF is grateful for the opportunity to present its 
views. I£ the Subcommittee or Its staff should have any 
questions about the foregoing atatement, ARF will be delighted 
to lespond to those further inquiries. 
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AMERICANS SAT BAMKS CODLD DISCLOSE FAR MORE ABODT CREDIT CARDS 
Absence of Guidelines Causes Confusion 



Testinony Sut^ltted 
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AMBKICAMS SAT BUilES COULD DISCLOSE FAR MORE ABOnT CREDIT CARDS 
Absence of Guldellnea lleldB Confuaing Mix of Optlona 

Six out of ten Americans [61t) believe that banks could 
reveal a great deal more about financial obligationa of bank 
credit card uae when they send potential customers credit card 
applications, only about thcee out of ten [281} say that banks 
send coatomera eaaentlally all the information they need to know 
about bank credit card interest ratea and fees along with credit 
C3Cd applications. (The remaining 121 'do not know."] 

These are some of the results of a national candoni survey 
conducted in eacly Hay by the Bank Credit Card OBSERVER, a 
monthly newsletter surveying bank credit card offerings 
throughout the united States, as well as public opinion regarding 
bank credit card uae. This survey and an Independent analysis of 
over 50 bank credit card applications from many regions of the 
country confirm two observations: 

1) Although a majority of Ameticnna are largely unaware of 





)ns In credit card Intereat rates throughout 


the country, five i 


)ut of ten wish to learn more, and six out of 


ten believe banks c< 


luld reveal far more than they cucrently do 



2) Due to wide \ 



learn the facts about bank ccedlt card use. 

A detailed look at the results of original opini 
and independent examination of many bank ctedlt coed appllcat: 
: the significance of these two findings. 
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Two Aaauraptlons Challenged 

Finding that Americans are convinced banks could tevaal a 
great deal more about the financial obligations of bank credit 
card use casts serious doubt on tvo assections made frequently 
about card use, specifically; 

- Assunptlon #1; "AneEicans ace aware of their choices and 
the financial obligations of those choices, but are apathetic and 
choose not to shop around." 

- Assumption 12: "One-third to one-half of bank card holders 
don't even care about annual percentage rates because they pay 
off the entire balance each month anyway," 

Regarding the first assumption about consumer 
May, 19S6, issue of the Bank Credit Card C 
national survey revealing that the majority (611) of adult 
Americans are unaware of the wide variations in annual percentage 
rates for bank credit cards; and about half (491) wish to learn 
more about low rate cards. (An additional 121 are undecided or 
don't know.) Coupled with the June issue's finding that a 
majority of American adults believe banks could do a great deal 
more to reveal a great deal more about the financial obligations 
of bank credit card use, it is clear that a public opinion 
Mandate exists to urge or persuade banks to reveal much more 
about the terms of banks credit card use. 
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Regarding the second assucnption about so many catd holdeis 
paying off the monthly balance in full "anyway," that practice 
may. in fact, reflect an attempt by a number of Junecican 
consumers to avoid the high credit card interest rates that they 
believe are charged by many banks, a belief that may be 
reinforced by a widespread pattern of insufficient disclosure of 
the complete facts about rates and fees charged for bank credit 

Full disclosure is desireable not just because public 
opinion approves it, but also because current practice produces 
such a wide variation in terras, not just among regions, but 
within cities and among banks, that customer confusion Is almost 
invevitable. This condition is illustrated in an examination of 
credit card applications from many banks in the Onited States. 
consumers Compelled to Cast Hide Net of inquity for Facts about 
Band Credit Cards ; Hide variation In Disclosure Terms from Bank 
to Bank 

Banks differ greatly in the amount and clarity of 
Information sent to customers along with bank credit card 
applications. Consumers are therefore compelled to cast a wide 
net of inquiry If they are to make informed choices about the 
b«8t bank credit card terms for their Individual needs. 

After analyzing bank credit card applications from over 
fifty banks in different regions of the united States, the Bank 
Credit Card OBSERVER finds that no single city or state can 
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be judged) as "superioc" to anotheir In the quality and quantity of 
consumer Information sent with mail solicitations. A detailed 
comparison of ratings for each bank will be reported in the 
future, but several impressions are immediately clear. 

These disclosure judgements ate based on whechec or not 
banks provide information on the following conditions: 

o Annual Fee 

o Annual percentage Rate (A.p.R. or interest rate] 

o Method of computing the A.P.R. 

o Grace period 

o Transaction fees 

-Annual percentage Rate (if different from that applied 

-Grace period for cash advances (if different) 

-Transaction fee for cash advances 
Annual Fees Often Mentioned in Applications; interest Rates 
Listed by Only About Half the Banks; Little About Cash Advances 

Annual fees are listed often in bank credit card 
applications, but over one in four banks in the over fifty 
applications collected thus far does not mention an annual fee. 
Only about half the banks mentioned annual percentage rates, a 
curious circumstance in institutions asking target customers to 
trust them sufficiently to maintain an interest-bearing balance. 
Fewer banks mention how the interest is computed, and few note 
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anything about th« t«i;iiis of theii gcace periods (whether conputed 
from date of billing, date of posting, ot dat« of transaction). 
Almost no institutions at all say anything about cash advances 
and their terns. 

For a good many customers who take advantage of bank credit 
cards, the first time they encounter the full terns of their 
obligations and responsibilities is when they recelva the first 
bill, which may already contain an annual fee and other charges 
not previously mentioned. It is curious that customers are 
expected to be obligated to teems for which there is no previous 
explicit agreement. it may be even more surprising that so many 
bank card customers appear to agree to numerous financial 
obligations without understanding or even learning about them 
completely. 

The bank credit card applications in the sample of over 
fifty banks can often be placed in one of three categories: 

o High Disclosure ! Application contains a detailed 

explanation of conditions, rates and fees associated with 

bank credit card use. 

o Hedium Disclosure ; Application contains some explanation 

of the conditions, rates and fees associated with bank 

credit card use. 

o Low Disclosure ! Application contains little or no 

disclosure of the terms of bank credit card use. 
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wide Tarlation Mlthln CJtlen ; Language Often Obacare 

Thsra ia often a gceat daal of variation in diaclosuc* 
levels from bank to bank within the aane city. There appear to 
b« few consistent guidelines legaiding disclosure, since little 
consistency ia found eitliec within states or cities. 

Even when "high disclosure' is found in a bank cEedit cacd 
application, the language used to convey Information is often 
obscure and legallatici difficult to deciphec. h major exception 
to that Inpression is Central Carolina Bank of DUEhan, which 
states Its terns and bank credit card holder rights in a clear, 
easily acceasible focnat. 

Most banks do seem to write clearly, however, when they 
wish to inforn potential applicants about the multiple benefits 
of bank credit card use, for exacnple: insurance options, lines of 
credit, car rental discounts, overdraft protection, and other 
conveniences. Yet in discussing the terms and obligations of 
card use, far less attention is paid to clarity and ease in 
information access. 
"High Disclosure* Banks Found at both High and Low interest 

Banks revealing a great deal about customer rights and 
obligations can be found offering either low or high Interest 
level cards. Several banks with low bank credit card interest 
rates disclose a great deal, for example) Simmons Bank and Union 
National Bank, both offering 11.5% annual percentage rates in 
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Ackansas. Y«t two banks with high (19.81) bank credit cacd 
interest rates, Pirst National Bank of Chicago and Bank of 
Aneclca, also leveal a great deal about the terns of thalij credit 
caida, including specific InfoEnation on cash advances seldoM 
mentioned in the applications offered by most other banks. 
The need for Consistent Guidelines 

in trying to find out the facts about different bank credit 
card options, nost consuners are clearly at a disadvantage, Nitb 
so Buch variation — in annual fees, annual percentage rates, 
grace periods and their s|?«clfic fees — across the country fro* 
bank to bank, and even within cities, the intelligent conswMr, 
unless he has access to o special data base, is coMpelled to 
spend a great deal of time and money on conparative shopping. 

Since so few applications are similar In the kind and 
clarity of information offered, an average consunsr la still 
faced with the arduous task of finding ways to compare different 
terms, different languages, and different levels of disclosnre. 
It is not surprising that many consumers in America remain 
unaware of the many choices available to then in selecting bank 
credit cards. A clear set of uniform guidelines for disclosing 
bank credit card terms would help everyone. 
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SOKHARg 

Ccedlt cacd disclosure bills ate often well intentioned. Giving 
conEumers more information to enable them to comparison-shop is a 
worthy objective. Howevexi the amount of information lequiiad to 
be dieclosed by these bills is simply too much, too soon in the 
credit granting process. * 

Specifically] 

Over 1,000 words of text will be required for each 
disclosure statement — about 10 times as much information 
as is now provided. 

The 'information overload' problem that Truth-in-Lending 
Simplification intended to correct will reappear. 
Consequently, consumers will be more confused. 



WE ALSO RECOMMEND A PROVISION REQUIRING THAT ALL POSSIBLE 
COSTS BE DISCLOSED IN THE CONTRACT OR AGREB1ENT. THIS IS 
NOT NOW BEING DONE IN MANY CASES. 
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[» i>lll'b"chir(«d. Thli f« will b> 11 of <>ch idvinci.'aic 

1«. Cnh Ad^incB Fininct Cturg. . 



In the billlm cycle md .p?lyln» to th.i produci th. frMtir of thi falliwtnt 

(1) A daily pirlodtc rata of .DIII7C7 (ANNUAL PERCENTACE RATE 1211, or 

(it) A duty periodic rue delerilntd deieiKlnid » lallaii Add 4 percentile 

the preceedlnt calindir nonth) ohtch it in effect on the Uic day of your billlnf 

IT. Finance Charie For Purchaiei . 

The finance charie for purchase! vill be deterained ai followi: Tke avaraie daily 

balance of purchaiei auliiplied by the numbir of iiys in Che btlllnf aycl* ■111 
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IB. Currency Cnnveriion Fge . 
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lill add • chart* a 
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aMSlMER CQHPREHEHSIOH ?TILL GO DOWH. HOT UP 

Full disclosure of coaplcx credit ternswas tried under the 
original Truth in Lendinit law — it failedl Here are soae 
quotes fron the hearings on simplification that explain why 
ve shouldn't try to disclose too much at once: 

"Studies on consumers' use of labeling disclosure indicate 
that the typical shooper often does not read labels when 
they are inundated with information. These studios suggest that 
five to nine items of information are all the consumer can 
absorb in a short time," (Our underline] 

"These developments would suggest that the consumers are not 
receiving shopping benefits from truth in lending and the over- 
regulation of credit grantors Is diminishing consumer choices 
in the marketplace of different sources tor tlnancing retail 
purchases." (Our underline) 

Senator Schmltt 



. i think the consumers benefited 
im truth in lending, and I think Senator 
I good example of why." 



langumge." (Our underline) 



"Therefore, our approach i 
essential elements of the . 
creditor, emphasizing thos< 
to understand, and r ~ 



"We believe that • 
important terms ai 
Th£ rest will be : 
(our underline) 
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THE FED SAYS "TOO MUCH IS TOO MUCH" 



ard had this to say about 1 

different neanings 'Truth i 
Imost everyone seems 1 
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:o read or understand the offered 



rload for some 



. that they may fail t 



"(In the fed proposal) .. .Eliminated would be all the coTnputation and 
component disclosures and some infornation about contract terms. 
The term disclosures that would remain would be sun«ary disclosures 
... The Board recogniies that eliminating all disclosure of compu- 
tational steps and component charges may make administrative enforc 
raent somewhat more difficult. But the Board believes that the value 
to consumers of reducing informa tion overload outweighs this 
difficulty." 



(Source: Memorandum analyzing issues in 
Board's draft hill on simplification of 
Truth in Lending. June 28, 1977J 
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THB ■TRUE COST QF CMDIT" WILL HOT BB REVEALED 

AdTocatea of the 'fall disclosure during solicitation' billa say 
thajr ace needed to get the 'true cost of credit' disclosed to the 
coosuMer. This is an illusion. All that gets disclosed under 
these bills is a very conples and lengthy Bet of computation 
culeBi plus a host of Blnoi fees and charges that arc contingent 
on bov the account Is used. 

Bone at this information is a known cost of credit to conaumeta. 
The only known coats are already disclosed — APR, meDberahlp fee 
(if any} ( and Insurance preniluns. If elected. To derive costs 
frOB any of the other information each consumer will have to know 
his or her future. How many times will the payment be late? Hou 
late? Bow nany tinea will you need a copy of a document? How 
■any cash advances will you get that ere for less than $5007 How 
■any HSF checks will you send to pay your bill? 

Unless all of this — and a great deal more — Is known In 
advance, none of this massive dlscloaure ia of any 'use In 
coaparlnq accounts . Its uee is In operating the account once you 
bave it. That is why the proper place for all this cost 
inforMStion is In the disclosure you get when you open the 
account. It helps you make decisions as to how best to uee the 
account. 

Here are two analo9leH. Right now the auto nakers disclose «n 
estimated mileage per gallon figure for each car> and the 
tefzlgerator makers disclose a similar estimate of energy 
consumption. These estimates are like the APR — a baseline for 
coiqtarlson. But your nllea^e may vary from the estlmata, and 
your refrigerator may use more energy, depending on how you use 
- the products. Should we require every car to have a label that 
eiplaina all the factors and equations needed to figure out what 
yon actual gas consumption will be? Should each refrigerator 
have one side covered with a similar explanation of energy 
conaervatlon? No, what we do is give you a booklet that explains 
theae factors when y°" tiuy the product. Likewise, you get the 
detailed operational rules of your credit card account explained 
when you op«n itt that's when you need it. 

The notion that there Is a knowable 'True Coat Of Credit' that is 
not now being diaclosed is an Illusion. There are simply known 
costs and unknown, contingent coats. The known coats ere already 
being disclosed. The so-called true cost of credit will not be 
revealed by passage of the proposed billa. There is no such 
thing. 
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QVERDISCLWDRE "ILL COST COMSDMEBS MEABLT 0MB BILLIOH S A YEAR 

Siiipl* arithmetic baaed on Industry cost figures tell ua that all 
thla disclosure will cost about $930 Million noie a yeac. That 
adds up to neaily $10 foi every new card account. The most 
likely way foe creditois to handle tbla increase is to Increase 
fees to cardholders. 

!• Hew card accounts ocr year. 



JOrW 9t fiftld 

HasterCard 4 Visa 10 Industry a 

Travel 5 Industry aourcea 

Gaeollne 30 MC/V tines 1.5 

Retail IQ MC/V tiaea 2.0 

Total 95 Klllion 

2. Solicitations ' 

Take-ones are found in racks and stacks in storeBi bankSi 
airports, gaa atationa, etc. Based on industry estimate of 
50 take-ones for every new card account actually openedi 
there are 4,8 billion 'take-ones* a year. Based on an 
industry estisiate oC 20 direct mail solicitations per new 
accountt there are about 2 billion per year. Hot* ve are 
not double counting. If we used the nui^er of new accounts 
actually due to each fork of solicitation the ratios would 
be higher to give the sane total number. Therefore, there 
are about 7 billion sollcitationa per year. 

3. Annual fstlaated cost fci; increased diacloHm;e. 

■Take-one' 5500 sillllon (5100/1,000) 

Direct mall Increase... 5430 Million (5215/1,000} 

Total 5930 Billion 

4. Additional CDBte 

The disclosure bills could force lenders to discontinue 
magazine and newspaper advertising of cards, when accom- 
panied by an application, because of the huge added costs of 
disclosures. This, in turn, will increase the cost oC 
I through direct mail marketing. 
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ASSIIMPTIOHS BHHim OUR ANNUAL COST ESTIMATE 

1. New c«Td accounts per year . 

Industry sources provided us with the estimates for MasterCard, 
Visa and travel Cards. The ratios we used to estimate gasoline 
and retail annual accounts are based on our own card holdings, 
as we think we are probably typical. It may be that the turnover 
rate in MC/V and travel cards is higher than in gas and retail, 
due to heavier marketing, in which case our estimate is high. 
On the other hand, most gas and almost all retail cards are of 
a regional nature and would be frequently changed In our mobile 
population. So our estimate may well be very low, as well. 

The overall figure probably also reflects the large numbers of 
younger people now settling down, getting lots of cards and being 
parents. Note that we have not included the many millions of non- 
card credit accounts that retailers, co-ops, etc., have nor the 
additional millions of non-card check credit, overdraft protection, 
etc., accounts that the banks offer. Some proposed biJIs include 
these though and the cost for these bills is much higher than our 



2. Solicitations . 

The industry estimates for ratios between new accounts and number 
of solicitat-ions of each sort are for MC, Visa and Amex, We have 
assuaed that these ratios hold for all card accounts. Departnent 
stores and gasoline companies certainly do a lot of direct mail 
solicitation and distribute take-ones in their retail outlets as 
agressively as do the banks, or so it seems. Obviously, further 
research will improve this figure. Our intent is merely to make a 
rough estimate, what engineers call a RW or rough order of magni- 
tude estinate. 

3. Annual estimated cost for increased disclosure . 

For take-ones the $100/1000 Increase in cost is based on the premise 
that at least one additional sheet of paper will be needed to carry 
all the disclosures. This in turn, we assume, requires an envelope 
as well as collation and stuffing. Industry sources tell us that the 
cost for these additions is $40/1000 for the extra sheet, S40/1000 
for the envelopes, and $20/1000 for collation and stuffing. Some 
firms may go to a very large one page take-one, but this takes very 
special equipment and may be equally expensive. The direct mail cost 
is based on adding another sheet and a second stamp to carry it. 



hfe 



lem large, remember that we arc increasing the amount 
about 10 times . Now the top 3 items are disclosed. 
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IHPACTi LDST JOBS 

It lE highly unlikely that the creait Industry will siKply spend 
another billion dollars e year, send out 7 billion new 
disclosures and hike its pricee. Rather> ve can expect changes 
in the way that solicitation la done becausei as the Fed and 
market researchers tell us, people don't like information 
overload when they shop. 



The reason is sliiple. Right now take-one marketing is an easy 
and cheap mode of mass communication. Adding 1000 or more words 
of complex disclosure destroys the efficiency of the mediun. The 
bills now proposed would pievent consumers f lom obtaining a 
simple explanation of an account together with an application. 



Huch Qt the distribution of taHe-one eolicatlone is ^ione bv 
low-qkllled. part-time employees. These include housewives , 
mothers with children in school, students and teenagers. In 
fact, these four groups probably make up the majority of workers 
in the take-one solicitation distribution Industry. 

Envelope stuffing, on the other hand, has become largely 
automated so the shift to direct mail will not open up new jobs 
to the same disadvantaged groups. Industry sources estimate the 
take-one distribution cost to be about $200 Killion. The typical 
part-time worker who distributes to the racks makes perhaps a 
wage rate of S3000 per year. If just 15% of the distribution 
cost is part-timers then there are 10,000 Jobs to be lost, if 
50% then 33,000 jobs are on the line. 



The primary winners arc the printers and the U.S. Poet Office. 
The printers will have up to 7 billion «)ore pieces of paper to 
print. But, this does not add any significant number of jobs 
since printing is a highly autonated process. For the Post 
Office, the 2 billion or so direct mail solicitations it now 
handles each year will get heavier. Plus ve expect another 2 or 
3 billion pieces of nail each year when the industry shifts away 
from the take-one mode of solicitation. 
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Introduction 



credit utd dabt 



intODOcnoH, 



: of obaarran recaatlr ban notod that lat«T«st ratas o 
lan changed Uttl* slnca the earljt 1980*. aven though ■ 



ocbec Intereat ratea have Calleo aubi 
Intaraat rates charged on credit K»xi 
cuTcaat funding coata of card tsauan 
Introduced in the Congteaa to aatabll 
card inteteat raUs. Each of tha Ml 
a natlonvlda floating 



itantlally. It haa been argued that 
la are exceaslTe In light oC the le«al of 
I. Aa ■ Tuult, aeracal billa have been 
.ah a fedarallr aandated celling on credit 
.1* curraatljr undec cdna Ideration calls fat 
calling that would oupanada atatc-lapoaad Intarett 
allf are lass caatrtctiva. 
Considerable evidence has been occumlated over the yeari about the 
iffacts on both coasmMTS and ctadttora of legislatively eatablisbed Intereat 
ace calllnga. Tbt* staff study focuses on Issues raised by proposed federal 
credit card interest ratea, Tha study e^hsslias tha likely 



effaces of such 
different groups ol 



cstUngs on tha availability of credit card services to 
.onauaere. It also eaplorea the consequences for consua- 
la CTsdltoT rasponsas to credit card rata constraints, 
I of Doacate prlcea of credit card services, of other 
icouots, and of product prlcas. 

divided Into five chaptera. This chapter briefly dis- 
cuasas the content of each section of tha study and suBaariaes tha principal 
findings. The analysis begins In chapter 1 vith an ezsBlnatlon of the proftt- 
abillcy of bank and retailer credit card plans. Theae findings help to assass 
whether creditora aight be able to absorb the lapact of tighter rate catlings 
on profits or Hhether they vould be forced to aake adjustaents to cut costs and 



including BOdifli 
terns on credit < 
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u. Chaptar 3 preaaaci latoTmatloa obCalnad tzom 
a aallaa of coaaiaaat aulray* on credit card holding and nia pattatna of U.S. 
taaillaa. Suck Infaraaclon prarldaa tba baala for analycing the likaljr affacca 
on conaoBBTa of a national ctadlt card rate celling. Chapcat 4 dlacuaaaa vatl- 
OUM odjiutBaBta that Card laaoata sight sake in their credit caid oparatlona 
la raaponaa to tha aatdillshaent of a faderallr aandatail rate celling and hov 
tbaaa cbaBgaa alght affect card holder* with dlffecent pattaroa of credit card 
uaage. Ftii«llr> chaptar 5 aiaaMTlaea eaplrlcal Inveattgatton* oC the effect* 
of ■tate-lapoaed tate calliiwa on conauacc ■cceii to and u'*e of conmeer credit. 

ProfltabtlltT 1« a ker l**ue la evaluating the effect of any nation- 
vlda rate celling oo^cradlt card plana. Soa* advocates of-^padlt cacd tate 
control* ha*a anggested that proClta on credit card plan* are large enough to 
abaoib the effect* of finance rate reatrlctlona without aaj substantial advntaa 
lapact on either tha credit card •ervtce* offered or the prices charged for 
thoaa aacvlcaa. Bowaver, for the peclod 1972 to 198i, avetage net •amlngs 
bafora tasea oa bank credit card plan* uera low, both la sbaolute ten* and 
relative Co taCuriw on other Bajoc type* of bank leading, despite ■typically 
high raCacna la Che Tory receat peat. Horeover, retalleT credit card plen* 
oparatad at a loaa In each of ttw tun yeaia for ohtch profitability atudlea 
are available. 

FurCheTBore, aaclaataa auggeaC Chat rata cellloga on bank credit 
card*, audi aa thoaa propoaed In recent Saasta leglalaclon, would have changed 
ralaclvalj low proftct on beak credit card plan* to outright Io**e* Ln ■o*t 
yaara froa 1972 tbrough 1984, if the nluB* of leading and the prldag of ctad- 
lt card aarrlcea ucre naehangad. Faced with such a drain on earnings, bank 
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ciadtt card lasuan imdaubcadly would taka itcps to cut coati and Co booat 
lavanuaa tt<M aourcaa otiar Chan flaanca cbargaa, Thaaa aattaacaa auggaaC that 
tba praaauraa to >aka coat and ravaaua adjuataanca algbc bacoa* qulta Intenaa, 
mca tba prapoaed cat* callla|a ta b« anaetad. 

Fattacna of conauaaT holding and uaa of cradlt carda would algnlfl- 
cantly Influanca tba Incldaoca of anj actlaaa takan b; ciadlt card laauara. 
About two-chlrda of Aaarlean faalllaa cucrently hold aoaa Uad of credit card. 
Retail acota and h^nk cradtt carda ara tba aoat ifUelr bald klnda of credit 
carda. About ST percent of faalllaa have retail atoca carda, and 41 percaot 
bold bank etadll carda; approxlaatalr G2 percent have at leaat ooa cladlt card 
of either type. Holdera of theae credit carda aca tba lodlvldnala aoat llkalf 
to directly benefit froa ftnanca rata controla, alnca both typea of carda 
tTptcally allow parneata to be dcferrad. 

Credit card holding and uae gcnerallr Increaaai vlth faallT Incoaa, 
with the educational attaloaent of the bead of tte faally, and with tba age of 
tba faally head up to retlreaaot age. Bank and retail itorc credit card uaa la 
particularly prevalent aaong higher Incoaa faalllaa aad tboae headed by a col- 
lag* graduate. By cODtraat, a auch aaaller proportion of taalllea with Incoaaa 
belov 910,000 uaa bank or retail atore credit carda. 

Although about 6! percent of all faalltea hold a credit card that 
pcralta payaent to be deferred, the way that theae carda are uaad varlaa anb- 
atantlally aaong taalllea. Succeaslve coaaoaar aurveya ha«« tdaatlflad two 
eoatraatlng patterna of card uaaga, "Conventence uaera' are Indlvlduala who 
uae credit carda prlaarlly for the convenience that they afford In canductlnf 
tranaactlona. Such uaera typically pay off their balance during Cha Interaat- 
tree grace period and uaually avoid incurring flaanca chargea. 'Botrouere' aca 
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IndtTldDala ate tTplcally do not pay oft tlMlr full cradlt card balanc« daring 
tb* lateraat-free period, and Ch*r«for« oftaa do pay flnanca chargai. 

Kearlj half of bulk and racallar credit card u*en appear M bo 
coDTanleace uaan. Tha laatlalng card uMri — aboaC 32 parcont of all famlllaa — 
can ba coaaldeiad borcoaari. The likelihood Chat a credit card holder !■ a 
coBvonlenca uaer rlaai wtch age aod lnco>e. Although the probeblllcr of being 
a coanalasea uaet Iscceaaei at higher Incoae level*, It 1* laportant to recog- 
olaa tbaC at laaaC Cwo-flfthi of faallles In aver; Incoaa group are coavaDlenee 

iU prevlouBly Bentloaed, It aeeai Itkel; that cradle card laaiMra 
would cr; to cut chair coaca In retponae to the lapoaitlon of tighter rate 
eelllnge. To do lo, card laauara would probably lapoie tighter credit atan-* 
darda to help loner collacCloD expenaci and loaa chaige-offa. Slallarlr, card 
laauara alght narrow tba raoga of aarvlcea often provided aa enhanceaanta to 
tbetl baalc credit cald plana. In ntreae clrcuoacances, credit card oparatloat 
■Ight ba dlaconClDued entirely, a* aoae card laauara did during Che early i980a 
iifasa praaeurei on prollta becaaa aavara. Thua, a lltcle recognized hut likely 
drawback of laatltuting wire reacrlcclve credit card rata controli would ba 
denial of credit card aacvlcaa to consuaer* baceuie they could not eattafy 
tlghcaoed acandarda for obtaining credit card accounca. Laaa affluaac 
with Italtad accaaa to other aourcaa of credit aeea likely to ba aoat h 
affected by ai^ curtallaent in the availability of credit card aervtcea 
borrowara say ba forced Co rely an aore axpanalv* or lea* convenient aourcei of 
cr«llt. 

Asothar Baaoa by lAlcli cradtt card taeuer* aighc aaek Co oftaec 
reduced revenue due to lower flnanca rataa la by chaniing the tetma of credit 



Such 
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card plana aod ralalni othac prtcaa tm cradtt card aarvlcaa. Such action* 
could locluda •hoctanlng or •llaloatlog tha Ictaceat-free grac* parted, Inccaaa- 
Ing clw faai that ■■tchanta paf banka to proceaa cradlt card aalea allpa and 
to collact balaocaa dua, Initiating (or incrcaaing) aonual faca for all card 
holdara or foaa for aach credit card traaaactlan, charging panalty faaa uadar 
certain condltiona, and aaCabllahlng <or Increaalng) ehargei for particular 
aanlcaa. For bank cradlt carda, chargea could ba lavlad fot procaaalng ap- 
pUcatlona, laauingsonthlf atatcnenta, and providing caah advancaa. For 
ratallara vlth cradlt card plana. In addition to faaa for credlt-ralated aar- 
vlcea alnllar to aoaa ot thaae >entloned for bank carda, charga* alao could 
be applied tor cuatoaer aervlcea that prevloualy have been providad uicbout 
explicit charge. Depending on competitive condltiona and the type of producte 
•old. retalleca migNt ralaa aarchandlaa prlcea aoaauhat to~"n£lp offaat lomr 
finance charge ravanuea on thalr oun carda or to eompeoaate tor aaj Inereaae 
in aarchant dlaeounc fee* on thlrd-pactT credit card plana. 

The affecca of auch repricing action* on partlculac types ot con- 
auaara vould depend, ot couraa, on the coBblnatinn ot atapa undertaken hy card 
iaauara. .Higher annual fee* and tcanaactlon chargea tranid b« paid by all cred- 
it card uaara. Such Beaaurea would ahlft the Incidence ot aeae coata tros 
borrower* to coovenianca uaara of credit catd*. Bowevar, thi* pMBlble et- 
t*et ahould ba evaluated keeping In Bind that nearly half of lower incoa* 
credit card holdera are convenience ueer*. By contraat, late feaa and penalty 
feea tor exceeding credit llalta muld likely fall aalnly on borrouvra racber 
than on convenience uaara of credit catda, dltectly offaattlng tha benefit they 
raaliie troe reduced finance charge*. Ellnlaatlon of the InteraeC-free grace 
period oould sainly affect eoovanienca uaei* becauee tbey could no longer avoid 
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paying finance charges. Homver, borrower! vho (outtBes pay off thelc •ntira 
cradlt card balance at one tlae alao vould incur aoma addiclonal finance chacgea 
If intarut-fcae grace periods were elinioated. 



Increasai tn soi 
chacga reveoue on retailer crei 
chant dlscounl fees~«ould aff( 
higher retail prlcea, cuat 
eubiidiie conauners who ui 



:all 



of eourae, vould I 



lower IncoBc fanl 



puTchaaera 



a help otfaet reduced flna 

■ conaequence of higher a 
aueh Bacchandlae. Hlth 



.Uea who did a 



lerchandlae in caah would likely 
icluded aiKing the caah cuatoBciat 
qualify foi credit card 



Credit card latuers would be apt to aake a nuabcr of adjuetaenta in 
credit card availability and pricing In reaponae to the lapoaitlon of atclngent 
oatlonwldc credit carj rate ceilinga. The chaogea adopted by particular credit 
card laauars would depend'in part on how they believed their cuatoaera would 
raaet. Thus, Che beneflta and coata to particular groupa of consuaeia cannot 
b* prsctaely predicted. However, aa already dlacuaaad, the advantage to bor- 

! uaers probably 



rower* of lower finance ratea would likely b* dtalnlahed If 
cut coats and to increaae other types of revenue. Conveolea 
would experience a net increase tn the coat of uiing credit 
credit card cuBCoaera and applicant* likely would face a aore 
card aarket aa credit card iaauer* aoved sway froa fairly w«i: 
credit teraa toward differlDg grace periods, balanct coaputatl 
nev kinds of fees and service chargea. 

Becausa the cradlE card aarkat la coapiea 
rcatricEive nationwide rate callings cannot be foieasen prscli 
ttelaaa, evidence about conauaer and creditor eiparicnea 



:rvicas. All 
coaplax credit 
itandardtted 
1 aethoda, and 



fferent state 
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casnUtoir cliaataa dtmoatttatM that eooeam about raacrlctad accaaa M and 
Tapriclng of cradlt card aarvlcaa — aapadallf Hlth raapccC to LotMC tncoat 
coaauaen — la not alsplacad. IhiTlng tba put tmntr yaan, taaaacdi rapaatadly 
haa ahoni that raatrlcttva rata celling* ob conauaar cradtt ha*« baao aaaodacad 
with tighter ecadlt atandacda hf landat*. Poc axaapla, aavalal acudlaa found 



that ■ greater proportloi 
when the legally paraltti 
eaplo^ed taaa aelecctva 
Other acudlea 
the avallabllltT of eredl 
aubatantlallr dlffarant 
to bank cradlt card aar< 
celllnga were low, faalll 
laa* Itkalr to hold bank card* thai 
hlgber credit card rata lialta. A 



InaCallaant loan appllcatlona «aa accepCad 
ftnaDC* rate w«a hlgber baeauaa cradltota typically 
idle acandarda. 
ipeclflcallr esanlned the affaeta of rata celllnga on 

Surreya conducted tn atataa with 
Tadlc card rata Halt* hava thown that conauBar accaaa 
waa Halted by tighter rata celllnga. Where rata 
It the lower aod lomr-alddle lnco>a levela were 
lalUr CantUea living In atatea with 
ver, higher Incoaa faalllaa were equally 



llkalf Co hold bank credit carda cagardlaaa of the rate celllnga that appUad 
where Omj lived. Thaaa flndtnga Indleata that raatclcCad anllablUtr of 
cradlt card aervleaa aalnlf affected lesa affluent faalllaa. 

Soaa atudlca have ahown that retail atorea with credit card plana 
tended to relr on Inereaaea In aerchaodlae prlcaa to help offaat any caduction 



D ftoanca chai 



aa coapared wl 
llalta. In eoi 



itaa with 
:h realdeati 



nd therefore were leaa llkel7 than bank card 
reaponac to tighter rate celllnga. Aa aanclanad, 
.odlcACed that a aubacanclallr lower proportion of 
>■ credit card rata celllnga held hank credit carda, 
of (tatea that had laaa raatrlctlve cradlt card rata 



;Taat, the proportion of the population holding retell a 
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card* waa ths ■•■• In atatcs Mlth low caCa callinfa ta In stacei wltb laaa 
raaCrlcdva T*(ulactona. Mot*ov*t, Che pcicaa of product! that uaually ara 
pntcbaaad od credit vara hightr in atata* with low cradit cacd rate ceillnia 
than they were in atatei with higher inteceat rata llalca. Thcaa findinga 
aupport the view that aoaa retail card taaoera ara llkaly to raise ■■tchandiac 
pticaa to offaet tha effacta of low iatataac rata calllnga. thereby aaaing 
praaauras to tlghcan credit itaodarda. 



ciadlt card uaaga pattacns, about 31 parcent of all 

benefit a 



Conelualoua 

faaiUaa incur credit Card finance chacgea and would 

t federally aandated raductlon in cradle card incai 
naea by credit card iiiuers to rate eeillogs won' 
of lowar finance rates to som of tbaaa faBlllaa, If : 
•tandardi and raliad noncate pricea of credit card aa: 
aaarly all conauaara — not Juat credit card holder! — k 
if finance ratea mte lialted by acrlngcnt rate celling! 
cent leglalatlon. Gatlaatea auggeat that ths pra) 
at adjuataant* alght bacoH quite intense, If the 
w*ta anactadi In asaeaalng the incideaca of aacb adjuai 
availability and pricing. It Is iaportant to kaep la i 
laval coovanieoce users constitute a large propotttoa 
particular, naarly half of lower incoae credit card ul 



srs ttghtaned 
be adveraaly 



inta tn credit card 
id that at avary tncoaa 
cradit card usacs; in 
I ara convenien 






Card iaauara could ba axpected t 
erally aandatad credit card rate celling i 



react ta tha lapositian of a fad- 
■uch the saaa way that tbay hava 
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raspondad Co TStmClTil; ■trtnfaac rat* Tagulatlooa la aciBa tadtvtdual scatai. 
In «a afforc co cut avpaoaea, tba; muld ba ILkmlj M clghtaa cradlt itandaTda 
tot na« cradle card sppllcaaci — an acclaa that raaaarch ovldanea thoin would 
■alal; affact fasillai at loaar lavali of IneoaM, vbo tTpLcallf hav« IlatCad 
aecaaa to' otbar aourcai of cradlt. Uao, card lisMo llkaly voold locraaae 
Doarata pttcca for ctadtt card ■•tt1c*>. In order to offset ceducad tlnanca 
charge ravaoiw. Soaa of these actloTu — such sa initiating (or lacrcaalag) 
annual fees or charge* foe each traiuacCtoB, and levying tees for pattleulat 
aervleei to account holders — would Inpose coats on all credit card oaaTa. 
Othar reptlelog aaasuras — euch as cllalnatlng the Lncaceet-fTee grace period — 
would prlnsrlly result ta new charges for all convenlaaca users, who could no 
longer emld paring finance chargae. However, boriowera who soaatlaes pay off 
Chair entire balance. and take advantage of intereet-f tee grsee periods also 
would Incur higher finance chargaa. Still other changes In credit card prielog 
would fall Baloly on borrowers. These actions include charging paualcy fees 
for late payasnCs and for exceadlog credit Halts. 

Finally, soaa adverse consequences of naclonitlda credit card rate 
ceilings could ba felt by all cooauasrs. Including chose ChaC do not oee credit 
carda. Kacallers alghC tncresee ■□■a aeccbandiBe prices — either to help offsec 
reduced finance charge revenue on retailer credit card plsna, or as a raeuIC of 
hlgkar Berchant discount fees on benk credit cards and other chird-psrty credit 
card plans. Higher recall price* could result In custoaera who usually pay In 
cash — including lower ineoae faalltas who cannac obtain credit carda — providing 
a subsidy for buyers who uaa cradlt card servlcee. 
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Th* nationvlde credit card rate eelllngi luggaitad In ■ 






laglilatlv* ptopoaala wou; 
cradle card ratas tht 
chla poiac for bank eradli 
charged an bank credit ci 
celllDE rates that would 
conalderad Id the Senatei 
cffccta of an; atate rati 



1 be Kite ceatrictlve, on the wbola, thaa the Baitlmii 
It In aaajr atatea. Chatta 2.1 and 2.Z llluatrate 
cards by coaparlng an avarage of typical rates 
la during the period from I9T2 Cbrougb 1985 vlth the 
iva applied under each of tvo bills corrantly being 
l Tha avarage rata series, of cdurae, retlecta the 
lltng regulations In force during the period. It 



saaas clear Chat Che applicable Halts under alchar bill would have subatantlall; 
reduced the ratea thet card issuers could have charged, and therefore — In the 
abaenca of eoapensatlog chaogas—would have cue bank credit card ravenuea. 

Sana advocataa o( national callings on credit card rates appeer to 
assuBS Chat proflca on credit card plans are large enough to absorb substantial 
raCa reductions with little adverse iapact on the quantity and Che quality of 
available credit card aervlcea. Hor do theaa proponenca seen to expect chat 



tighter rate controls would exert upward preiaure on aonri 
recall credit card services, or on retail Becchaodlae prii 
inatloD, however, hlatorlcal evidence suggests chac credll 
been fairly low, and cherefore algnlflcanc changes In Che 
and pricing of cradle card services are likely to occur 11 






ce price 

ea. On cloaer exaa- 

card profits have 
quantity, quality, 

tighter rate celllnga 



svlsloriB of S.1603 and S.1921 that apeclfy bow the proposed raCe 
3uld be calculacad aie suaiariied In table Z.l. The bank credit 
ce race Is an average of typical credit card rates aa reported 
CO Che Federal Keeerve by a aenple of coaaerdal banka. 
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Tabla 2.1 



5.1603 

lUtioiul Cradlt Card 

Protect ton Ace 



S. i»: 
Ccadlc Card 



S parcenCag* points 
Slx-Bonch Tr<B*urT !■' 



4 pcrcanCagi point 

IKS Tate peynble a 
ccw t« psfBtnta 
tax rafund* 



Avaraia Invaataant rtald CalculaCad bj US froa prl*e 
Cor ptacadlog calandar rata chargad bf caBaacdal banks 

year during an aaTltar •' 



13. OSS pareant, for all 
of 1986 



14 paccant, [or Janiiacr through 
Juna 1986 
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tank Credit C 



bank lending uelr 



ptogcu tor th> period 1972 chrough 198* shou that annual 
taxea averaged onl; 1.6S percent of balaoces outscandlng 
loaparHoo, net returoa oa oth.r aiijor trp«« of cooMrdal 
>lgnlflcsntlr blgber, on average, than bank credit card 
.972-84 period.^/ 

a 1972 to 1984, of course, profits on b*nk credit 
Lvel. One «'uch rear wa« 19B4, 
:uriu are available. Met earn- 
if credit card recalvablet, tba 
period (chart 2.1). Id addlClm, 



card plana eic 


eeded tbe 1.6B percent average 


Che >oat recen 


t period for which data on net 


ing. befor. t. 


nes In 198* averaged 3.4 percent 


highest rate o 


f net earnings during the 13-yea 


JuppU.1 volun 


conducced iacta year by the Fede 



s the ?CA saiiple 



n the saaple or by unusual 



card plans with the expects 
more profitable bank aervlcae. Uao 
turn* on credit cards Co establish s 



of bank sCratcglsa (or taulalog coapetlclv 



i proflcabla In cb* long r 
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aa a peccant of 
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6S 


Real estate Bortgege loan* 
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iMtallMat luoi 
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SOORCBj Federal Reiene Snt 
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annual laauaa 
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1984 «u the only jaac In irtilch bank crndlt card plans vara aore proElcable 
Chan the othar aajol C7p«a of coiaerclal bank landing •urvajred, Bacauaa cha 
1984 lcT«l of bwik cradit card proflCabtlitr vaa unuaaallT high by historic 
■tandarda, tc aeasa quastionabla to uaa tliia figura aa a baata for avaluaclng 
tha likalr affacta of naw tate caiulatloo poltclaa. Accordingly, the 13-TaaT 
avalaga. oblch tncludaa tDduatr; axparlenca under untavorabla aa wall aa Cavor- 
■bla aconoalc eoadltioaa, aaeaa to pcoaide a man rellabla Indicator of bank 
cndit cacd profitability. 



iatail Cradlt Card Profttabllitir 

By contrast to the low but poaltive profitability of bank ciadtt 
carda, ravolving cradlt plana at catatl flraa, on avecaga, appasr to hava op- 
aratad at a Inaa.^,^'" EsClBatas basad on data fro* a national survey of tatail 
bttsioess conducted for the national Retail Herchants Assodattoa In 1968 indi- 



cated that, on average, loa 
than A percent of cradlt ou 
York State, carried out in 
credit outatanding for rata 



I on retailer credit card plana aBountad to aore 
>nding.£' A study of tetsllars located In Nev 
973, ahoned a 7 percent less aa a percentage of 
revolving credit plana.^/ Tighter credit card 



U Depending on the types a 
cecailerB nay be able to off 
senrlcas by raising Bsrchand 

1/ Hsttonsl Ratall Msrchsnti 
asnC Stora Credit' (1969), 
oparationa in fiscal year 198 
available. 

3/ Bobert F. Sbay and Wllllan C. Dunkelbatg, Itatsll Store Cradlt Card Oaa In 
5e« Tork,' Studiaa in Consuasr Credit , no. i. Graduate School of Business, 
Coluabia Dniveralty (197S}. pp. 72-80. 



ihandlae aold and on coiqietltlve conditions, 
let SOBS of tha costs of providing credit card 
ss pricaa or by lacreaslng sales voloaa. 

AasoctatioD, 'Ecoooalc Charaetarlstlca of Dspart- 
S3. A slallar atudy by MBHA of retailer credit 
I Is now under vay. but final tesulta are not yet 
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rate calllngi would tend to exacerbate ratallt 
gin of profit on ccedlc card opeiatlooa t 
froa credit card plans. 



lap 11 cat Ion 



' Adju. 



■ br Credit Card Ii 



The evidence suggesca thai 
plana typically bave been low both 1 
co^Hrclal bank landing actlvltlea. 
would have baan larger If baaka had 
Co other bank lending functlona. Ri 
operated aC a loaa. Thareforei cool 
llkaly that credit card laauera cou] 
tighter controls on. credit card rati 
atead, adjuitinenti chat vould help I 
ate likely to he undertaken If more 

Scope of AdluBtaenta Ukely to be Aai 



Eatlutes based o 
banka hel'p Indicate t 
ducad If new rate eel 
in chart 2.4 ahowa at 
plana as a percentage of c 
celling had bean In effect, 
llnea on the chart reflect 
■arcial bank lending, as prevl 
analogoua tDforaatloo, based o 



t there la no Mr- 



roflta o 



bank credit card 
ind relative to other 
that overall bank ptofita 
:ed funds fran credit card plana 
vlng credit plana appear to have 
.■ptassions. It seeaa un- 
recta of algnlficsntly 
■ptiog Jnwer proflta. In- 



wlth Proposed gate Celllnna 



Coat Analyals data for co^aarcl 

:h bank credit card ptofita Bight be i 

inpleaentad aa proposed. The lower '. 

earotnga before taxes on bank credit 

indlog, ■■■untng that a natlonwlda rati 

the foraula propoaed In S.1603. The 

if it experience of aajor types of cc 

I In chart 2.3. Chart 2.S prasencs 

celling forwuls suggested In S.I92: 
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2-11 
Tha •■CluCM mr* derived by uiualng chat leiid«ri irauld hava cod- 
tlnuad to pTovlda, and chac cradle card usara would bava uaed, axacclj cba aaaa 
dollar aaounts of cradlt card aatvlcaa cvan though tha lowar rate caillnfa Kara 
in effect. Thua, tha eaclaated dlffereocaa Id credit card profita reflect onljr 
the chaniea in grosa finance charge reveuuae that vould have raaolted ftoa cba 

Of course, if forced to oparatc in a aore reaCcictlve race envlron- 
■ent, bank credit card iasuers undoubcedly would Cake atape to booat revenue* 



and to cut costs. But, the purpose of 
rate regulations would reduce prof lea, 
order Co gauge the pressures that bank ctedl 
offaacting adJustMnts. 

According to these eitlaitea, if 
either S.1603 or S.1922 had been in affeec 
card plans would have axpariancad a loaa li 
1984, and only aarglnal profits in two yean 
Ings before taxes mrald have been appToxli 
-2.23 percent for S. 1922. These esclaacei 
coat and revenue adjustaencs could be qnice 
eboae pcopoaed ware enacted. 



eaclaacei la- to show how auch tha 
a absence of any other changes, In 
t card lasuera vould faal to aaka 

ha rate catllnffT called for in 
Toa 1974 through 1984, bank credit 
to of the 13 yeara froa 1972 through 

On average, eatlBaCad net eam- 
ely -1.79 percent for S.1603 and 
luggest that the presaurcs to aak* 
isa. If rate ceilings auch aa 
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CREDIT CAID ROUIIHG AS) USE 

The lapact on coastaara ot iBpoalng ■ uctonal crsdtC card rate call- 
ing can ba aarc clearly avaloaCad br aCodrtog cacant patccrna la tha holdln( 
and uaa of credit eardi by cotMuaaT*. Sloe* World War II. cradlt card holding 
haa etpandad rapuly to tha point that tt la coaaonplaca aHong O.S. faalliaa. 
Tbta growth appaara to rafleet both an expanding daaand for cradlt cacd >ar- 
vlcaa and ■ aubatantlal Incraaae In tha nuabar of cradlt card auppllara. It 
alao ataaa flo« ■ gtaater Killtngneia of aany card liiuera to aupply card* to 
a broadar tanga of cradlt rlaka than In prevloua yeara. Khan loaa kinds of 
earda wara aartatad aalnlr to tha Bora affluant. 

nro Bain typai of cradlt cacd acTvlca* arc available to conauaara 
to today'a aarkatplace. Ona type, knoiffl aa tha 'two-paitr rafd', InTolvei a 
direct agraaaant batmen t cooaiuwr and a cradltoi — for exaapla, a general 
■archaodlia [etaller or ■ gaaollnc conpaay. Another kind of credit card la 
tha ~chlrd-p8rC7 card" — luch aa a bank cradlt card or ■ travel and entertaln- 
■ant card — that features an artangeaant between a card Isauar, a flra that 
accapca payaent bj that credit card, and a conamet. 

Hany credit card plan* offer card holdeta the option of paying off 
thalc crodlC card balances over a apan of aevaral aonthB. Such arrangeaanta 
are refened to aa lavolvlog credit. Other credit earda are 3(>-daj credit 
pUna, with foil raparaant expected within a short period efter a eonthlj bill 
la recaived. 

Credit Catd ■olding 

-Infolaetion on consuaer holding and uaa of credit cards la available 
f roa a aerie* of aurvaya of conauaer financaa conducted during the peat two 
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dacad** by cba SurTay baaarch Caotar of tba Dntvaralcr of Michigan. lDfon«- 
clon fT«a tba 1983 Sucvar of Conauaar Flnaoeaa, for axaaplc, lodleataa that 64 
parcant of all U.S. faalllaa hald at laaac ona cypa of ccedtc card la 1983 
(tabla 3.1). In that jraar, ratall atoTa cradtt earda vara tha aost wldalr bald 
C7pa of card, vith 57 parcaot of all faalllaa holdiog at laaat one of thaa. 
BiA cradle carda and laaoltiia cradlt carda vara tba nait aoat fraqueocly bald, 
«lth 42 parcant and 28 parcant, caapactivalT, of all (aalUaa holding at laaat 
ona auch card. Tha typaa of eradit carda laaat fraquantlr bald In 1983 vara 
ttaval and antartainaant cards and ethar carda — prlaarlly alrltna and car rant- 

Ovarall, cradle card holding aaoog all faalllaa raaalnad roughly 
■BChangad batMen 1977 (63 parcant of all faalUaa) and 1983 (64 parcant}, 
Rovaver, algnlflcant'chansaa in tlw typaa of cradlt carda hald by fanillaa 
did occur during thla pariod of Claa. For loatancc, tha proportion of faal- 
llaa holding gaaollna cradlt carda daclinad aarkadly, froa 34 parcant of all 
faalllaa In 1977 to 28 parcant to 1983. In contrast, bank cradtt card holding 
roaa froa 38 parcant to 42 paccanC of all faalllaa. HaanwhUa, tha ahara of 
faallles toldlng ratail cradlt carda Incraiaad froai S4 parcant in 1977 to 37 
parcant In 1983. Tha slight aapaosion in ratall caid holding raflactad aoaa 
undarlylng changas in tba typaa of retail cards hald. Bataaan 1978 and 1983, 
tha proportion of faalllaa holding local stora carda Juapad froa 24 parcaot to 
37 parcant, <Alla holding of national chain stora cards rasa slowly froa 45 
parcant to 48 percent. 

In addition to presenting InforaaClon about cradlt card boldtn(, 
tabla 3.1 reporta bptf fraqnently cradlt carda of different typea were naod, 
as of 1983. Kelatlvaly few faaillee reported never usiog tha cradtt carda 
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Tabla 3.1 
HOLDIK un> DSB OT CKEDIT CUDS, SELECTED TKUS 















Type of card 


1 1 
1977 1 1978 1 1983 


Seve 


i Hardlj 1 


So»- 1 
Cl«. 1 


Often 


koT 


63 W 


64 


- 


- 




- 


BufcS 


33 41 


42 


4 


ZB 


39 


ZB 


CUOIIM 


34 35 


za 


B 


32 


20 


40 


Travel and eocertaliuKQC 


9 11 


10 


6 


ZB 


36 


31 


Retail (Core 


54 n... 


57 


- 


- 


-- 


- 


Kaclooal ch«to retail* 
Othar totalis 


1:1: tl 


48 


B 


36 


39 

41 


12 
14 


Other* 


7 7 


' 


30 


39 


20 


10 


1/ Peccaat baied on all f. 


»lllai. 












2/ Patcant baiad on holda 


t> of apadflad 


cypa Ot cndlt card. 






3/ Baok card cacasoiy iac 


udaa HaacercaTd, Via 


, aa well a« atbar 


■lallar 



ganeral pucpote catda. auch aa Che Choice cacd. 



laiuad throuih bank*. 
J.C. I 



c tatall' ioclodaa local a 



tantal, atrllne. and othat ■lacallaDaon* 



1.— not anllabla 

intCT i IboBas A. Durkla 
Sorvey , Haahiagti 

STataW, 1978; coaputaciona Daiaa oa aa 
Attltudea (Auguac and HDveaber 19TS>, 
Dnlvacelty of Michigan and Babett B. 
of Conauaer Flnancea , WaBhlngton, D.C. 
Federal Reeerve SyacsB, torthco«lo(. 



, 197? Com 



r Cradll 



E Che Federal Reaerve 
a (roB the Survey of Conauaer 
urvey ReaeariA Caocar 
lery aod -ocbeca 1983 Survey 
Soatd of eovamoca of ch* 
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3-4 

that thtj hald, ■• would b* axpaetcd aloe* cooMaara otdloatUy aoold not go 
to Cba trouble of obtaining ■ ctadit card wlchout latandtof to uaa It at laaat 
occaalonall;. SowaRr, froB 30 to 40 parcant of ciadit card* reporcadly ace 
ua«d iDfraquantl;, 

Charaetarlatlca of Cradlt Card Paaf 

Tbc deBO|taphlc and financial diaractarlscica of cradit card uaera, 
by crpa of card, ara profllad la cablea 3.2 and 3.3.2,^ The tables reveal Big' 
nlflcant differences In the level of credit card naaga aaang varloua Bubgtoupa 
of faBlll«a>£^ Overall, as abova la table 3.2, tlw 1983 aurvey found that 62 
percent of all faalliea reported ualng credit cards. This proportion uaa up 
atgnlflcantlr froa 1970 when 50 percent of respondent* uere card users. 

Irrespective of the type of credit card, usage rises sharply and 
continuously wich either faaily IncoK, Hasured in constant dollars, or the 
educattonsl attainaent of the head of the faaily. In 19S3, credit cards nare 
used by 95 percent of fssllles in the highest locoos category and bjr 90 percent 
of those whose head Has ■ college graduate. Is cODtrasC, Only 18 percent of 
fsMllias with Inconea below $5,000 and only 37 percent of thoae whoae head had 
not received a high school diploaa used credit cards in 19S3. 

Successive consunsr surveys have found that substantial proportions 
' of faBllles wboae bead is between the ages of 25 and G4 yeara arc card users. 
On tha other hand, the proportion of fanilies using credit cards la significant- 
ly lower than average for fsolllas headed by individuals younger than 25 years 



2/ Tha proportion of faallles with particular chacsct aria tie* that reporca 
using credit cards reflects the svsllabiUty of credit card aecouata to auch 
(sallies as well as chair propensity to us* the credit cards they bold. 
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of aga or old*r than 64 ;•■[■. Th*M raiulta probably taflaet Cha fact that 
jomsti faaillea ata laaa Itktlr Co bava aBCabllahad an acceptable ctadlt 
taclng and to have acqutcad credit cards, ohareaa the purchaalag hablci or 
available liquid aaaeta of faalllaa headed bj oldar Indiiridiiala Bay caduca 
tbelr need for credit card aervieei. Vary high proportiooa of credit card uae 
ara fotnid aBonc faaillea beaded by iodlviduala ultb profaaaional, tacbntcal, 
and Baoasertal occupatlona. 

Aa ahown io table 1.2, bank credit card uaa Incraaaad froa Juat 16 
parcaoc of all faatll** In 1970 to 40 parceoc la 1983. Baak credit card use 
roae aubatantlally for every faally Incase, age, education and occupation cata- 
flory. In 1970, far exaaple, only 38 percent of faalllaa oith incoaea above 
850,000, in conatant 19S3 dollara, used bank credit cards. .By 1983, 80 par- 
caat of such faalllea uaad bank carda. The growth in bank card holding and 
uaa aaoag faaillaa aay reflect to »emt extent a aubstltatlon of revolving debt 
for elOBCd-cnd InsCallasBC credit. It say also reflect a subatltutlon of bank 
credit cards for gasoline and store credit cards as gsa conpanles end soaa 
ratallers either abandoned their own card prograna or began to accept botb 
proprietary and bank carda. 

Retail atote credit cards are uaed by aore faallles than any other 
type of credit card. In eveir fsally category praaented in table 3.2, a higher 
proporcloa of faalllea oho aod use store carda as coapared idth bank cards. In 
particular, atore card use t* significantly aora Hldeapread than bank card uaa 
aaonft lovar locoaa faBlllas, faailles headed by paiaons under 3S years of aga, 
and taallias with leas wall-educated heads. Even ao, leaa than 23 pareaac af 
the faallles with tncoass below JIO.OOO In 1983 used letstl stort credit cards. 
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T>bl« 3.3 pTuapt* Inforutlon that lelatei cbi type ef cradle card* 
usad by faatllM to 1983 Co lalectad flnancLal ■ad dcnographic cbaractarliclca. 
It can b« Men chat aubatantlal pioporClou of bank credit card ownati used 
national ehala atora and local atora recall cradle carda. While only &4 pec- 
eeoc of ell faalliea used oecional chain score credit card* in I9S3, 71 peccanc 
of tboaa olch bank cards also used thasa laCall cards. SiBilaity, although only 
3* percent of all faalliea luad local atora carda in 19S3, 57 percent of bank 
card ownera used such cards. 

Several additional obaervatione can be aada froa the data preaentad 
in tabU 3.3. First, those faailiei that used travel and eDtartalDMnt carda 
and 'ochar' carda were the Boet likely gcoupa to use tha rsBainlni types of 
carda aa mil. Only 9 percent ef all faailies surveyed used travel and anter- 
eainaaoc cards, but aaong tboaa that did, eubetentlally eotethan half alao 
uaad bank (81 percent), gasoline (63 percent), national retail (67 percent), 
and local retail C6S peccant) cards, Siallar aasociacions Here found for uaera 
of 'other' credit carda. 

One factor that saaaa to be htfhiy correlated with credit card use 
la tha aaoont of liquid eeaate held by faBllles. Those with aubatantlal liquid 
■iseca — la exceas of $7,SO0 in 19S3— were far sore likely to use each type of 
credit card Chan usre faalliea with lower aeounts of liquid assets. 

Ochac data relating to financial eharacceriatics of faailies also 
aupport the notion thet higher IncoM, financially aore sophlitlcated faailies 
tend to be haavlar credit card users. For exaapla, uaaga at various kinds of 
credit cerds wea greatat aa a proportion of faHiliaa chat had aoney aarket au- 
tuel funda as coapared with faailies that used eore ordinary flnaoelel service* 
such as cheeking accounts. Furtharaore, iO percent of hoaeowners used beak 
carda, Hhile only 27 percent of renters used auch cards. 
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ro«>B— r Cradlt Crd tiWT— nt Practice* 

TIm pracadlot ■•ctloo* pcofllad tha heldlnc and um pattcrtii of ctadtt 
cards at all typaa. To analgia th« effecCa on conauaera of propoaad flaaaca 
rata coetrola od bank and raeall atora ctadlt card*, addictonal tntoTaatloa ia 
aaadad atxrat hi» conanaara uaa tba rcvolvlDg dabc faacuraa of thaaa carda. 

Tba fca<r eharactarlstlc thac dlaclngulahaa revolTlng cradle plana 
froB cloaad-aod cradle ia that tba rapajnaaat taraa tor lavolvlns cradlt aia 
flazlbla and latgaly at tba diacracloQ of cha aceoont holder. BicludlDg caah 
advaneaa, Mhieh tTpicallj aam floance chargaa fcoa the traaaactiao daCat Boat 
cavolTlns cradlt card plana charge latereat oalj If the card holder paja leaa 
than tba foU aaount of tha outitandtni balance during tba laccresc-free grace 
parlodi^' Ttaua, nnllka otbec klnda ol cradle, the tnj tba credit card holder 
uaaa tba accoant detenlnaa how auch — and. Indeed, whether aur — iateraat lacoae 
la eamad br the card iaauar. 

Bvldaoca aoggeaca that loae credit card holder* — paitiapa between 4 
to 8 percent at any one tlae — do not u*e their back or atore credit carda at 
all (tAle 3.1). Uthough tbey maj pay annual faaa, thaaa aamiaaia produce oo 
finance diarga revenue to help offset the coata to card laauara of aatabllahlng 
and ■aintalnins tbtlr accounta. 

riiiiaiiaai anrvay data Indicate that tha resatntDS credit card boldera 
■ay ba y oupad Into one of two dlatinct cacegorlea beaad on thair cuatoaary ra- 
payaant pcaccicaa. 'Coarantence uaera' era indivldualB who uaa a cradlt card 
prtaaclly for tba cvavanianca that It afford* tn condnctlng tranaactiooa; aaeta 

TJ la IfHi about 78 parcanc of reapondant coaaardal baoka allowed a grace 
period, ihldi averapd appcoxlBataly 28 daya, before a finance charga waa 
aaaeaaed. See iMrlcan Baakera Aaaodation. IMS tatail Bank Credit Report. 
td>U lis, p. 87. 
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useri ardloarllj pay off ttwlr baUnca during eh* latarMt-fr** (rac* patlod 
and naually avoid IncuTTiog flnanea ehariaa. 'Borrowan' ara ladlviduali who 
tjFptcally do not pajF off cbaii ctadit cacd balanca in full during tha Incaraat- 
fraa parlod, and thaitfara oftaa locuc flnaoca cbargaa. 

Cootraatlog cradle card uaaga patcatna aaong cooamaca raflacc tha 
dlCfarant faccoia that Boclvaca thaa to uae cradlt carda. Indlviduala ualog 
credit cards for transaction coOTanlence aaj do ao for a varlacy of taaaona, 
Cacd haldcra nay be abl« to aalncata isallaT avacagc cash balances or to re- 
plenish depleted cash balances lasa (requanClT, since credit card purchaaae 
■ade during e Bonth ere noc paid foe until a bill la racalrad. Alao, In aoaa 
drcuaatancea — for exaapla, vhen trsvalllog — credit carda often ate aore cdd- 
vanlent becauae pecaooal checka ara difficult Co uae ot ara not accepted. 
Credit carda alao ara advantageoua Id altuatlons wliara a receipt aa proof of 
purctaaae la naaded to obtain ralaburaeaant for axpenaes. Furtbaraote, a coa- 
auMr often baa greater levaraga In aaeklag Co raaalva a dlapute about tba 
tetutn of aatdiaiidlBa If the purchaae vere Bade with a ctadlt card. 

Apart froB tbe conranlenca that credit cards can afford la aaklng 
purchaaea,' uae of a credit card pcovldse short-tera credit during the period 
betman tha purchase of ■archandlie or lervlcca and payaent of the credit card 
balance. Soae ctedlt cards sleo permit borroHlng tor an extended period of 
tlae. The remlvtng cradlt feature available Kith Bany cradle carda offara an 
alternative to cloaed-end credit such as personal loana and Inatallaanc aalea 
contracta. The primary advantage of revolving credit Is that~«lchla Che cradlt 
Halt — cbe cacd holder can Increaaa or reduce tha aaount borrowed at any tlaa, 
rather Chan applying for a nsi> loan eacft tlae a need for cradle arises . end 
then adhering to a rigid rspayBenc achadule. Credit cards iilch revolving credit 
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t«atvc«« offar a high degraa of rapajaanc flaxlblllty bacauaa alaiBoa ■oncbl; 
payBattt i niil riaanrn are low— oftaa ai llttla aa S Co 10 pareaat at tha total 
aaount Otftd. 

On occaalOD, card uaara derlata ftoB thalr typical uaaga pattatna. 
A eanviRlaaca uht aa; ctaootc to repay a pattieulatly large purchaae In in- 
■callBaDta; a borroiMr aay aoBatlaea repay cba outataodlng balance coBpletely. 
■•(■ittMleaa, eonauaera can be charactetlied aa coavanlaace uiara or bortowata 
accotdini to thalr ciMtinary cepayBent habita. 

Conaiuar raapaaaaa to queatlona about their rapayaent praccicaa bava 
been raarfcahly coniUtant over, tlae. In couuaar lurveyi conducted In 1977 
and 1983, about half of Cha rupondenti itatad that they nearly almya paid 
Cbalr bank and rataU ator* ctadlt card bllla In full each aonth (cable 3.4). 
Thaae conaoBBn appear to be eaeanclally convenience uaara. The reaalnlng 
faalllaa ware about evenly divided In both 1)77 and 1983 bacnan thoae that 
•oattlaaa paid ttelr bllla In full each aonth, and cboae that hardly ever re- 
paid their entire outataodlni balance by Che end of the bllllnf cycle .£/ 

CoaCoaary credit card bill rapayaent patterna ate not unlfora aaong 
all gronpi of coiuuaen (table 3.t). For exaapla, the proportion of conauaera 
ataclni thaC they nearly elweya repaid their credit card bill* in full rieea 
abarply with Increaaaa In the age of the head of houaehold. In I9B3, only 39 
pareant of faalliea whoae head waa undeT 2S yeera of ega ciiatoaacily paid off 
tfaate credit card bllla In full eech aonth, but nearly 76 percent of faaillea 
heeded by peraona of 6S year* of age and over did *o. However, a aubacanclal 

17 TIk aurvay queitioo aafced, "When you uae bank card* OE acore carda, do you 
alaoat alwaya pay the total aaount due each aonth to avoid a finance chars* , 
do you BoaetlMB do thia, or do you hardly avai pay it in full and have to pay 
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All bank or .tort c»rd uWTS 
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49 
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27 


27 
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10.000 - 14 
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31 


23 




28 


15 


000 - 19 
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31 


28 


27 


31 


25 


000 - 29 


999 




45 


27 


23 


18 


32 
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000 - 39 


999 










18 


25 




000 - 49 


999 




43 




31 


13 


26 


50 


000 and nre 




60 


16 


24 
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16 


JUe of faollv beid (v^an) 














Dodar 25 


38 


39 


33 


28 


29 


33 


25 -34 
35 - 44 


43 


35 


31 


31 


27 


34 
32 


45 - 54 




46 


29 


27 


24 


27 


55 - 64 


60 


54 


24 


24 


16 


21 


65 - 74 




76 


13 






12 


75 and <war 


85 


75 


15 


12 
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12 


EdoMCloa of f.Bll, h«d 














- e sr^le. 


57 


49 


19 


18 


24 


32 


9-11 giadea 


46 




27 


2S 


27 


27 


High acbool diplfflu 


46 




28 


26 


26 


28 


SoK college 




41 








29 


College degree 


58 


52 


29 


26 


13 


21 


OccupatloD of faallT head 














Profeaalonal, technical 




50 


30 


27 


13 


23 


Hanagera 






32 


28 


15 


21 






60 






19 




Clerical ot aales 






30 


26 




30 






44 


28 




26 


28 


Operaclvas, laborara. 














or acrrlce Barkers 


40 


40 


28 


25 


32 


35 


?armer> or fan. managerB 


68 


74 


24 










celUoeo 
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45 


56 


23 


22 


32 


23 
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TabU 3.A 


(cont'd) 
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pay 


SD«t 




Hardly 




FullT characcailBtlc 


in £u 


11 


pay in 


full 


^^ 






1977 


T983 


1977 


T983 


T9S3 


Ucm or lutloiuil orlRln 














Cucaaian 


52 


50 


28 


26 


20 


25 


Black 


Z6 


Z9 


34 


n 


40 


45 


Biapaolc 


IB 


17 


27 


41 


35 


43 


Ufa-cycle aCaKe of faally baad 














Dodar 45 ya.ra 




DnMrrled. no children 


«9 


AG 


30 


22 


22 


30 


Married, no children 


49 


32 


29 


32 


22 


36 


Harried, yningeac chUd 




















34 


33 


27 




Married, youngest chUi 














i years and older 


40 


36 


32 


31 


2S 


34 


*S years and older 














Married, haa children 


42 


47 


30 


26 


2S 


27 


Married, no chUdrea, 














head retired 


74 


73 


17 


16 


9 




Married, no children. 














head in labor force 


61 


54 


21 


ZS 


IB 


20 


Uoaarrled. no children. 














head retired 










7 


19 


Unaarrled, no children. 














head io labor force 


65 


S4 


28 


21 


6 


25 


Any Age 














DiHarcled, has children 


29 


25 


33 


37 


38 


38 



1/ Itw 1977 gnnray Included 2.563 faalllei, of « 
cards. The 1983 survey Included 3,S24 faBllle*. 
■tore carda. 

U Caludar yen 1981 locM*. 

SOWCI i TlMMa A. DotUb and Cragory S. BlUahausan, 1977 Conamwr Credit 

S yeay. Haahlngton. D.C.: Board of Covecnora of the Federal Kaaerra 
iftM. 197S: and Botart B. Avery and ethers. 1983 Survey et Ciro- 
e^T Flnancee. Haahlngton, D.C: Board of Co*aroors of the raderal 
laaerve Byatea, forthco^og. 
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ahare of faalll*! In sach Incoaa and aducatlon catcgorr ceportad that chej 
nauallr paid off thalr aattra oacatandlng balaoca In full aach Bonth. For 
azaapla, evan iiictiin cha cteaa loimt tncoac catagoilaa, conalatlng ef faaiUca 
vlch Incoaaa balow ttO,000, nearly 18 parcanc of Mm famlllaa can be caUgarltsd 
aa conmnlanca uaaEa._^' 

Cutcoaary rapajraant pracclcea alao appear to differ aaong racial 



ind athalc group*. In both ■utt*; Taara, a conaldai 
if nonwblta end Blipanlc taalllaa repaid 
coaparad <Ath irtitte faatUea. Aa>ng occupational gi 
lalf-eaployad aanagara vara Che aoac llkaly co lapa; 
operatives, laborer* and larTlca uorkeca mt* aore 
:hatr credit card debt formrd to the next eoDth. 

Conauear auney data on typical credit eai 
Lndlcata that aubetantlai propocCtona of contuaei 
•aaentlally convanlancc uaer* of credit cards, t 
:ur finance charges. Even I 
ilsahle share of those with 
balancea In full each aonth. 



ably saallar proportion 
Td bllla In full, as 
roups, fara faallles and 
full each aonth, while 

Ikelr to carry part of 

rd debt rapayBaot practlcaa 

. all faally categories are 

faalllaa ordinarily do not 

taallies in tha lowest taally lacoas categories, 

tdit carda regulerly pay off their outstaodlog 



i/ tbatlvartate iCattstical analysis of tha credit card cepaywent data iadlcataa 
a snail but statlsMcslly significant lelaClonshlp bacueea the level of faally 
incooe And Che pcobablllty of a faally being a convenience uaei of credit cards. 
See Glenn 'B Canoer and Anthony V, Cyrnak, 'DeCemlnaats of Coosuasr Credit Card 
Usage Factems (ataff working paper. Board of Covernors of the Federal Keaerva 
Systea, Division of lasearch sal Statistics, Flaanelal Structure Section. 19>S). 
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The uialTBts of the pioflcablllty 
plana la chapter 2 suggaati that credit care 
lapoilclon of aore reatrlctlve credit caid i 
rent laglslatloa—vould llkelf cut coats aw 
aouccea, Thla chapter exaalnea the apcclflc 

aented tn chapter 3 about usage patterna, this chaptei 
conclusions about the custoiMr groups viae likely 
of particular sdjuBtneDta, 



bank and retail credli 
lauars — faced olth a i 
: ceilings, as proposi 



ittonwide 






ilteraaclva 

light 



bat card tsaiwi 
su of the ovldi 
dram sooe general 
lal the greatest lapact 



"i"" 



a the A-aallablllty of SerJl 



Tlnhtenlpji credit standards . Peihaps the iBost avldent cost-cutting 
step that credit card tsBuers alght take Is to tighten credit atandacda ao as 
to reduce collection costs and charge-offs (Cable 4.1). Such a change muld 
Balnly relate to ■ppltcants for nev credit card accounta. However, holdera of 
•xlstlng accounts could be affected similarly by asra atrlngent cnforceaant 
of credit limits, and by an tncrassa In mlnlana psyaent requltemenca, on all 



Changes la the evsileblllty of credit card credit obviously b 
greatest potential effect on card appllcanta vho meet the curi 
qulremeats for holding a credit card account — such as Income level, employment 
tenure, duration of residency, and prevlooa credit record — but who would not 
qualify for credit if such atandatda were stiffened considerably. Although 
credit decisions ere based on many crlterls. lAwer Incoaa persona — Including 
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racuit Job Barket encrsots and thox with limited «due>ttoa and akllla — arc 
Ukair to b* affected aoia Mtlouily hj cigbter credit standacda than thoae 
with greater reaource*. 

Reducing or allalnatlng aarricea . Floandal Inatltutiona night cur- 



tall aarvlcea that aoaa offer aa credit 
regtitraclon, travel dlacounta, provl 
■archandlae buying aervlcea. In the 
cut back or even ellalnaca credit cai 
■DC* profitable llnea of bualnaas. I 
credit cetd plana, tilth the raault tl 
party credit carda or other aoureaa ( 
cradle card opeiaCion* would be an ei 
ISSOa Bbowad that aoai retatlara and 



card eDbanceaeats , such aa credit card 
ID of eaergency ceah to travelera, and 
:Teae, Boae floanclal Inatitutlona might 
liana and redirect their reaourcei Into 
ill flraa might dlacontlnue In-houae 

cuatomers would rely Inacead on thlrd- 
tlnanclng. Although ellmlnetlon of 
ime meaauie, the experience of the early 
lanclal Inatitutlona did reduce the 



aTailabllity of credit card scrTlcea In an effort to atem loaaea.^/ 

Adinatmenta In the Pricing of Servlcea or Herchandlae 

Curtailing ^race perloda . An altematlva way of offsetting reduced 
finance rate* 1* to reprice credit cerd aervlcea (table i.I). One posalbla 
change of thla kind would be to ahorten or eliminate the Intereat-free grece 
period that credit card laaaara typically heva allowed.^ 

In 1984, a large majority of coiMarclel beaka wlch aaaata of more 
Cfaen tSO million charged Intareet on unpaid balances only after explretloa of 

p Daring 1901, for eaample. about 5 percent of coemarclal banks with depoelta 
of JIOO million at leaa, and I to I percent of lergsr beaks, discontinued credit 
cetd plana. See American Bankers Association, »B2 >atall tank Credit teport , 
teble 98, p. 74. 

1/ Some state regulations require that a minimum grace period be permitted. 



)vGoo'^lc 



4-4 
• graca parlod k*Biagln| about 17 if a, dapandlog on tba alaa of tha bank.'/ 
Bowavac, froa IS to 23 pareeot of auch banka raportadly ehatgad Lntaraat on 
baidc cradlt card* ttartlnf dtta cha day of purdiaaa.^/ Kacall eradtt card 
tiaoaca, of couraa, alao alght chooaa to raprlea cradle card aarvlcaa b; chang- 
ing graca partoda. 

ftaductloB or allalnation of tha graca parlod wnuld advaraaly affoct 
all eradlt card uaara. Coavanlcnca iiaar* would b« hardaat hit br aliatoatlon 
of the graca parlod. bacanaa thay nould than ba unabla to avoid paying ftn«nca 
chargaa* Hooavar, borroaara who Boaatlaaa aaka full payaeht and chua avoid 
tneuritog floanca chacgaa also Mould ba a(f«ct«d. 

If tegulatlona that leducod flnanca rataa teaultad In curtailad graca 
partoda, tha nat banafit to eradlt card boldara at lowar Incooe levala Honid 
ba probl^utlc. Aa dlacuaaad In chaptar 3, a aubataatlal proportion of lomr 
tncoa* eradlt card holdar* ara 'convanlanca ua«ta,~ imans card holder* olth 
laaa than $10,000 In ftmllj locoaa, 48 parccnt raported la the 1983 Sunray of 
Cooaiuur floaocea that they cuatoaarllj paid off thalr oatataoding balancaa in 
full each aoBth. Aa additional 14 percent of loaar Incoaa faalllaa reported 
Boaat lata ' paying chelr balancaa in full. Utheugb regulattont chat reduced 
fioaoca rata* would banetit credit card uaara who Incurred flnanca chargaa, 
theae beneflta would be offaat directly by tba additional finance chargaa chat 
lower tncoaa conTcnlenee uaera of credit carda would pay, if credit card iaauara 
cut back grace perlodi In reaponae to aora raitrlctlve credit card rate liatta* 

17 African Bankara Aaloclatlan, H8S lefll BaiA Credit Kapert . table US, 
p. 87. 

2/ Ibid .-. tabU 114, p. 86, 
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iaODfl fnlltM tluc had a haad agad 61 year* and a*«r, coovanlanca 
uaara of credit cardi conaCituCad thraa-fourtha of cradle card uacra. Tbaa, 
tha balanca of bcnaflti for che elderly aaaaa llkalf Co ba negsclm tf Isauaca 
atortaoad or allalnscad graca patioda on credit card* to raaponaa to tighter 
credit card rata catlln(s. 

A atallai way tbat card laauara alglit tncraaae tbalr credit card 
Teveonei la Co cbaoga the Method of ealculating the balance on vfalch the flnaaca 
charge la baaed to ChaC ■ larger finance charge reaulti. Foi axaapla, tlu 
baala for coaputlng the finance charge, could be changed fioa the end-of-perLod 
belence outacanding to tha average dell; balance oiiteCaiidliig>2/ 

Increaalog ■archandlaa prleaa. A aacood oajor type of repctctng, 
available onl; Co retail credit card laauara^la Co Incraaaa ■archendlee pricea 
In an attempt to oftiec aXl or part of Che reduction In finance charge revenue. 
Tbe faaalblllty of tbla raaponaa for patctcular recall flna would depend 
■aluly on thali coapeeltlve cnvlronBanC. Such pries tncraaaee. If noC undercut 
by coapetlclva presaurea, would affect all retell cnatoaara, ladudlog apprmil- 
■atel; 40 peicaot that pajr in caah. ^'* ' 

Although Increaaaa In BeTchandtaa pTlcea can be IspleBanted only 
by racallara, laauara of third-party credit cards may be able to effect an 
Indirect ton of repricing Co offaat reduced revenue froa finance, cbatgea. 



ItalC Che baale Chat can be uaad In cob- 

, llacail Credit Operating Kaaulca, 

3/ lotanaa coBpetltlon fron caah-^nly Bsrchaata Bight llatC price Ineraaae* 
Co goods ChaC usually are purchaaad on credit, so that only, caaeoaara atn 
pay la cash for such aarchandlse vould aubaldice the eeacof providlog credit 
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TUr4-p«ctr cTsdlt c«td KoMra alglit atgotlate ■■ tncrasM ia th* tea* that 
ratall ■■Tckuit* pay card IsMaEi tor procaaalof' crodlt card aalaa clckata — 
t»*» oanallr ratatrad Co •• Ch« 'aarebaat dlacoont.' SLnea tha aacchaat 
dlacomc fea la an aparatlog coat ca tba racaLlar. any tnctaaaa in thaaa 
chargaa oaj ba paasad on In htjhac prlcaa of acrchandlia, locludlng pdcaa " 
paid by euacoaan iilio alwaya pay In cash. 

Annaal taaa and ttanaaettOB faaa . A tUrd BajoT eataiorr of caprlc- 
1ns aetioaa Involva* charging oChat Caaa of varloiu tfpai.^y For axaapla , 
althougli ifevan-tanctaa or aora of Badlna- to latge-aliad cnAatrelal baafca alraady 
mrm charging an annual faa for atandard MaaterCard and Vlaa aecouata la 19H, 
thaaa annual faa* could ba Incraaaad to halp ganarata hlghac ravanua, and addi- 
tional inicitutiona eonld lapleaaat such faaa.£/ laposlog 6t booatlng aonnal 
fcaa would affect all card holdara. 

A alBllacIr parvBiim Ikpaet Mould ba fait it a faa tor aach cradit 
card traoaacEloa wata chargad hj card lsauat*< Aa af I9S4, only about 2 pac- 
eant of tba ttandaid VtM and KaaCatCard liaoara elurgad auch faas.£/ Kith tha 
ascaptlon of aoaa oil coapany credit card plana, an tatallara ata knoon to ba 
charging aiHMial (aa* or faa* foe aach tranaactlon. Bovavat, apart froa legal 
taatrictiona an faea that axlat la' a taw atatae, tha naia bairian to aach a 
practice appeal to b4 tha torca of coapatltlon and cuitonaiy practice In tba - 
Totatl Indoatrj. 

17 State lam ae; liait oc prohibit charging esttain kinda of faaa. 

k Cradit laport , table 102. ^ ' 

31/ IbH. t takl» 107, p.'B2. 
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PenalEj fee» . Some cradle cacd liaucri charge s penalty fee uhen 
an account balance exceeds Che established credit Halt or whan probleo* arlae 
such >■ late pajoents at returned checks. Late charges were levied la 19S& b; 
about 30 percent of co^tctal banks that Issue standard Vlaa and HaaterCard 
accounc*.^^ The fee for a late payaent averaged betmeo $4.50 and 56.50, not 
including any Interest on overdue balances.^' Practices of letallera with 
regard to penalty feea are not uell knoun, but sucb charges aight be used by 
sose retell (ins es a aeans of boosting revenue. 

Penalty fees would generally fall on borromra aa opposed to conven- 
ience usera. The latter group, .by definition, typically doea not Beke late 
payaents. Also, convenience users are less likely to SKceed established credit 
llslte, since they ordinarily do not carry any balance over froa one billing 
period to the next. Therefore, these sdJustBcnts to nore stringent rate ceil- 
ings vould have tbcii greatest lapact on borrowers — the group that rate ceilings 
are intended to benefit. 

Service chargea . Fees tor using particular services, such ss cssh 
advaocea on bank credit cards, might be instituted or railed. Banks and retail- 
ers alght establish or increase fees for processing credit card appllcationa, 
replacing lost cards, provldtng additional cards for an account, and lasuing 
■onthly atacenents. Retailers aight begin charging separately for ancillary 
services that ordinarily have been provided Hithout charge, auch aa parking, 
gift wrapping, dellveiy. and alterations. This type of repricing at leaat haa 
tlw advantage that the tfditional costs are paid by indlvlduala who receive the 



2/ Ibid .. cabU I 
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MrvtcM pTOVIdadt Thai, th* Inctdanc* of Mrrlca chacgH ^paats llkaly to af- 
fect b«nk •• mil as racail cradle card boldara, aod am-nnlxaet uMn of ccadlt 
catda In addition Co boEToaara. 

» In ATOllabllltT and Pricing of Cradlt 

tar aavaral raaaona, tha adjuacaanca la cradlt cazd avallaMllcr 
and pricing tbat would follow lapoalcloo of a raatrlctlva nationwide eradlE 
card rate celling eanooc b« forasaan Hltb Buch ptaelalon. A> diacuaaad aarllet, 
cradlt card liauara can cut coata and loctaaaa taaantia in aanr vayii Card 
laaneta are Ukel; to adopt dlffarant polldea, dapcDdlns on how the; expect 
tbalt euacoaata to reapond. FurthacaoEa, It aaeaa likely that additional 
ahlfta would occur once tha raaponias of card holdera to tha Initial actlona 
bacaM clear. 

Adjustaenta in pricing and credit avatUbllitr would be aubjaet to 
laportanc conattsiata. Including coapetitlon ftoa other credit card laauara 
aa wall aa ragulatlona that Halt pricing change* In aoae atata*. Soae credit 
card laauara already bava adapted to falily itrlngant rate cellloga at the 
etate level, and alghl have little additional adjuataeot to aake. Other li- 
auara that operate In leaa raatrlctlva atata regulatory anvltonacnta likely 
would find that aajot cbangea in cradlt avalLablllcy and pricing were neceaeary. 

Ketall credit card iaauara appear to poaaeae an Inherent advantage 
la adjuatlng to aore etrl^ent rata regulatlona, bacauee they have aone flexi- 
bility in aettlog ^rchaadiaa prlcea to coapanaata for reduced finance charge 
reveuiea. Of eoarae, coapatitloe with other aerchant*, aa noted, lialta the 
ecope of euch aerchandlae price changes. Kavettbeleaa. by coaparlaoo, finan- 
cial Inacitutlona have aore Halted leeway for adapttag to tha effacCa of 
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tighter rsc< cellliiBi. a* ■ reauU, flaaoclal Inatltutioni would Itkaly t«1t 
OD tlihter ccadit standardi and laduccd STallablllcir of credit card ■•rrlcaa 
to ■ greatar degrac, as coapaied lith retail credit card laauar*. 
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IvalaatUK tiM 1 

' >lloi>abl« ei«41c card lauraat rata* !• • eafltM ^idirtafelBB, aa pravtaaalj 
DAtad. Esyarlaaea InJlgat aa tbat cradle oi4 la> — r» mi :jmit» ara 
Llkalr M raact ts a caaiitctiT* rata calUag ts a vsilatr o< ■■;«. mi« 
MM raapooaaa ara ralaclaalr dafialta aad falxLy fcadtccaklc, achaia ara aara 
profclt— tic. & coaaUarabla body «t vrUaaca baa haaa fcodacad dislag cka lasc 
wo daeadaa «a eradltar taapoaaaa to th* affaeta of lataraat rata caaCrlctlaaa 
at tba ataca laval, TUa arUaACa, ■Ueb (covUaa tha baat aaorca af lafoiaa^ 
tlaa aboot tha llkalr affaeta of a oatiaoailjr aatabll^ad cradle card rata 
eaiUas oa paltlcalar ■roop* of cooaoavta, la laalaaad baloB. 

et facta on Cradlt A»allabllltr 

Ona Ukalr cladltot raapoaaa to tha iapoaltlon of a raatrlctlia cred- 
it card InCaraat rata caillni, aa pTarloadr dlaouMd, la a cishtanlng of 
etadll atandard* accoapanlad br a radnctton In tha aTallablltC; of cradlt card 
•arrleaa to cooauaan. Tha aaaoclatioa batnaaa tha iatrodoctloa of raatrtctlva 
rata calllnsi Cor conauaiT eradtt and tha lapoaltion of tl|htac Undine •tan' 
darda by cradltota la aall aitabllabad la tha aeoncatc lliersture.^/ 'or 
axaapU, aavatal atodlaa hava found an Lnnraa ralatlonahip battpaao legally 
pai«lttad flnahea rataa and conauaar Loaa rajactloa rataa.£' SlBtlarLy, tbaaa 



1/ Saa aVpanllii A for a partial llit of itudlaa. 

KDougUa F. Oraar. lata Callloga and loan Turodoma,' Jogmal of Finance 30 
•caabar 197J), pp. 1376-B3. Uao, coiuumt aurva; data Indicate that In a 
■tata Hlth a low Intaraat rata catling (Aikanaaa), a higher proportion of coD- 
taaari tapottod balng rajactad for conauaei crodlt aa coaparad with conanaara 
raildliW Id atatei with laia reatrlcClva rate Mlllns*. Saa Uchacd Pataraon 
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■tudlM hava utabllahad ■ poiltlvs •••oelMIon tatuvao hlgbat taca calUnf* 
and bad dabt Im* axpaTlanca.^/ Tbla aaaoelatlDa Indlcatas Chat cradltota 
•djuat riak acCBptaaca la ralacion to tba axpactad groaa tatvta on thair con- 
auaar loan portfolloai TbaiaCoia, craditor* apply aora accoaaodaClv* cladlt 
atandarda «ban tha prica of ctadtt ta datatalnad by aarkat (orcaai aad thay uia 
atUfar loan crttaiia It TaguUttooa bold rataa at balow-aarkat lavala. 

Tbta avldaaea tndlcacaa tbat taatctctlia tncaraaC rata ealllnga oo 
eonaujaai eradit llalt tha ability of aoaa eooiuaara to obtain ctadit. Bownr, 
not all coaauann ata afta«tad aqually by raatrlcctona on eradit a*atlablltCy. 
Cenanaara vbo baraly aatiaty tha raqulraaanta to qualify for a ctadit card In 

an anraatrlctad aatkat ata tha gionp aaat ^t to ba axcludad If a In 1 mkrir 

rata calling la lapoaad. Baaad on tha alaaanta that cradlt card laauara uaually 
ioeluda In aradlt aeotloi and Judgaantal ayatana for dataralq^ng cradlt irorthl- 
naaa, lowar lacoat (aalllaa and faalllaa baadad by younaat paraoaa ara aaong 
tboaa Boat llkaly to ba advaraaly affactad by raattlctlva ctadit card rata 
catUnga.^ 

■al Gregory Fall*, 'lapact of a Tan Patcant Uaury Caillngi Eapltlcal Bvldaoca,' 
Wockliis Paper No, 40 (1961), Cradlt Kaaaatch Cantat, Ktannact Graduata School 
of MaDagaaant, Purdna thil'ratalqr. 

1/ Fat axa^La, aaa lobart F. Shay, 'Factora Affactlnf Fttca, Toluaa and Ctadit 
&ak In tha Conauaat Flnanca lodivtty,' Journal of Flnaaen 15 CHay 1970), pp> 
503-IS. Alao aaa Kanasanut Analyala Cantat, "i Study of Bank Cradlt Card 



If Pot a dlacuialon of facton cradlt card taauara conaldai la thalr point 
acoilng ayataaa, aaa HtlUaa G> Dunkalbarg, *An Analyala of tha lapact of taca 
KagalatloQ In ttM Conauaat Ctadit Induatry,' In Hatlooal Co^aalon on Conauaar 
Ttaancal Ta-'"<''»1 Bti^laa , *ol. 6, Uaahtngton, D.C.; U.S. Co*ariiBant Printing 
Offtca, [19731. pp. 17-20. 
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Etfef on B«rii Cr«dlt C«rd AyallabllltT 

SpselCic evldane* on tba effacti of credit eatd rate rutrleclone on 
caamaen la a*«llAle froa eeverel telatlvaly tecont etodlee. In 1979, the 
Cisdlt leieardi Center (CSC) of Pnrdne IkiiTeTeltj enrveyed eeo m nere end credl- 
Co» Id jkrkantee, tllinoli, Loolaiene, end Hleconeln.^^ Tbe eurveye mre pert 
of e study of credit regnletlon etfecce an coatuMt credit, tnclodlDg the la- 
pact of differing conemar credit tncereat rate eelllnsa on the erallabtllty 
end the nee of cooauaer credit.^ ' 

One portion of the 1979 CXC itudy focnsed en eonsnaer nee of credit 
cards in each of the foul atatef. Analyela of tfaaee deta provides soae Indlce- 
tloo of the likely effects of e proposed national ciadlt card ra^ celltnl on 
the arailablllty of credit card credit. The four states were dtirlded into two 
groups. States with relatively miTestrleted credit card werkets constituted 
the fine group, which Included Illinois, Louisiana, end Hlsconsln. Although 
these three states did heve rata callings on ravolvlng credit, their respectliwe 
rataa (18 percent, 21.6 petcant, and 18 percent) were conaiderrtly Ie«a tastrle- 
tln than the 10 percent rate celling In Arkaosaa, lAlch constituted the second 

gCMP. 

The Furdue study found hank credit card holding to be substantlelly 
las* Mdaspraad In Arkenaas than U the three atatsa vtth leaa ree&l«clv« 

T7 Williaa C. Dunkelbeig, at al, CM' 1979 Conauaat Financial garver. Monogr^h 
Ho. 2Z (19B1), Credit Research Center, Ktannatt Gradnata School of Hanagaaant, 
Purdue Italvanlt;. 



y ' Id redwca tba llhallbsod Cliat variations in c 

mrkats wsro dne to feetors other than dlfferaMea In cradtt regolMioM, 

^kaca eelacted for the sarvay ware ae alallar as poaelhle In s 

and other 'cheraetarlatlca. 
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tntacut [Bt* calllngi, Ooly 29 parcsnt of tba taatllu In Arkanaai hald bank 
cr«dtt calda lo 1979 irtwiau 39 parcant of faaillai tn the oCbac tliraa atataa 
bald anch cards <tabla S.l).^/ This finding la coaaUtant with tb« *!■« that 
rastrletlva rata ceillnga curtailed bank credit card availabllitr to aoaa 

Although It provida* a uMEul atarttng point, this aggregate InfcTsa- 
tlon doaa not indicate uhlch groupa of conauBera axa Boat likely to ha aCfaeted 
bj the tspoaltion of a utlooal credit card rate catUng. To help addteaa thla 
iaaoe, coapariaona ware draim betveen pattatni of beck credit card holding In 
Arkanaaa and in the other tbraa. atatea, broken down hj faally aoeloacononlc 
charactariatlca (table 5.1). In all four stacaa, bank credit card holding roaa 
at higher levela of feiiily iacoee. HoueTar, In aoat iacoaa catagortaa, a alg- 
nificantljr SBeller proportiOD of faailles held beak credit carda in ArkaaaaB 
than in the other three atatea that had laaa rastrtctlve rata ceillnga. 

The Purdue atudjr also found that dlffecancea in the pfoporttoae hold- 
log bank ctedit cards exlated ectoas age, education, racial, Batital •tattta, 
hoa a owna rahlp atatue, and leogth of tiaa on the Job catev)rlea for tba two 
groupa of atataa. Aaiiag faalllaa headed hr paraona laaa than 4S jaara of aga 
tn 1979, 34 parcant, on «Taiage, held bank carda in Arkanaea, wbetee* 41 par- 
eant beld such carda in the other thraa atataa. Aaong hOBeowDars, 33 parcant 
baU hank carde ta Arkanaaa, wbaraaa 47 parcant held baidi cards In thn othai 
tlsea atetes. As espectad, bank eecd holding roaa ataadily with tba taval of 
education attalnad by the faaily head. Bowavar, In all edweatlM catagBriaa, 

"p The difference obaerVed between the proportiooa of leailiea haldt^ task 
cradtt calda in Artaeeas Tsraua tha other thraa atetes is sCatlKically sig- 
wtflesnt «C the 9S percent coefidesce level. 
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« •■■liar proporctoa of fcBlliM in Arkanaas h«ld bank cradlt cardi In 1979 
than tn tha ochac cbraa atataa. 

HhUa tha data praaentad la tabla J.l arc lofocaaclva, tfaaj hava oaa 
BhortcoBLDf. Tha cLoia ■aaociatlon batwaen soae faatlr charactaitatlca-~tot 
a»a»pla. Incoaa and aducatton — can obacura tha tnia ralatLaoahlp batvaan ctadlt 
catd holding and tha rata raatrlctlona In forca «ban tba Puldiw atudj vaa 
coadnctad. Tbla atatlatlcal ptoblaa can ba ovatcoaa by lulng «alci*«rtata 
pcoeaduraa that halp aatabllah tha indapandant InfXuanoa of aacb faall; chatac- 
taliattc on bank card holding. 

Tha taaulta of an analyaia of thla kind Indlcata tbati£^ 

(1) In all foul atataa, faatlr Incoaa, aga, and adacatloa of ttia 
faally hand tmra poaltlialy aaaodacad with tha pTohabtltty that a ttmllj bald 
a bank. cradlt card;^.. .. . 

(2) lotfai~ aad 'louar-alddle lacoaa faalllea la Atkaaaaa wata laaa 
llkaly to hold bank catda than alallatlr attoatad faallloa In tha other atataal 

(3} In eonttaat to tha pattatn abaarvad for Itumr- and lowar-alddia 
IncoM faalllaB, hlghar IncoM ($2S,000 or aota) faalllaa In irkaoaaa vara jiiat 
aa llkal7 to hold bank cradlt cards aa alalUrlT attoatad faalllaa raaldlng to 
atataa with laaa taatrlctlia rata calUngs; and 

(4) oraralli faalllaa taaldlag In Arkanaaa vara algniflcantlj laaa 
llkaly to hold bank ctadic carda than faalllaa living la tha thisa atataa alch 
laaa laattlctlva rata callings. 

V Saa appandlK B. 

2/ Thla raault la eonalatant with tha flndlnga of tha 19S3 Survay of Consuasr 
PInaneaa ahleb Ineludad a nationally rspraaantatlva aaapla of faalllaa. Saa 
Glonn Caanac aad Anthony Cymak, "Sacsnt Davslopaanta In Cradlt Card Ooldlag 
and Uss Pattarna Aaong U.S. Fanillaa,' Journal of katalj tanking 7 (Fall IMS), 
pp. 6>Ti. 
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Thus flndlogt tndlcaCa that iMnr- *iid loMr-aUdla IncoH faalUu ar* aor* 
llkalf to b* affactad advanalj bj eradlt card rata calllnga tbao higher Incaaa 
taalliaa. Tbla avldance la eooalatant vltb tha eoDcltuiooa Taachad la otiuc 
. atudlaa.^/ 

In addition to tha 1979 Purdna atnd;, otbar naaarch haa axaalnad tha 
ralatlonahlp batoaan rata laatdctlona aad tha arallablllty of bank eradlt catda 
to dlEfarant group* of cooiuaara. In thalr 1975 atndT of tha eradlt card aarfcat 
la Haa Tork StaEa, Shay and.Duakalbars ax^nad tha affacci oC eradlt card rata 
calling* on hank card holdln|i. Their itud; aaplojad tha ctadlt acottng aodal 
of a larga bank eradlt card laauar and actual data about ciadlt eard account 
holdara to axaalna eh* lapace of changa* In ccadlt atandarda* 

Table 5.2 ahoin the effect that aueeaaslva 5-potat laeraaaa* la tha 
■dnliniB qualifying eradlt aeora vould hav* on tb* ablllcr of bank credit card 
accoiat haldar* to quallfj^ for tba bank credit card thay held. Aa pravloualj 
dlacnsaad, tneraaae* Id the ■tnlnn aecaptable point icorea needed to qualify 
for credit carda are oaa ukj that card laauar* alght taapond to the Ispoettlon 
of Bore reitrletlm rat* eelltnga for eradlt card*. 

Kalalng the aititBua qualifying eradlt eeore froa 19 polat* to U 
point* muld have prevantad about 2 pereent of th* hank cerd holder* froa orig- 
inally obtaining their credit card*. Sighty-nlna parcant of thoaa who would 
ham failed to qualify indar thl* atandard had IncoM* of le** than $7,500. It 
can be **en that credit retlanlng, aa alBulated to tbl* exaapla, would have 



Buaiaaai, Coloalita Dnivaralty, 1)75. 
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Bobaic P. Sha; and Hllllaa C. Dunkalbatg, 'Katall Stora Ccadlt Card 
nae In Kav Tork." StuJlaa In Conwar Cradit. vol. i. Hat) TDrk: 
Graduata School of Boainaaa, Colnsbl* Uolvatalty, 1975, p. SS. 
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•llataattd Bany of tht lowr IneoH familial wtChouC having auch efface oo th* 
■vallabllltjr of cradle card account* Co fulllea at higher IncoM levela. U 
•bom In table S.Z, 100 peccaac of the account hatdeii that would have been ca- 
Joctad wara In Che 41 percanc of the total aanple chat had lacoaaa balov $1S,000. 

It lapoaltion of a rata celling caused the alnlauB qualifying bank 
aeora M ba ralMd to 29 polnta, than about 7 percaat of the card holder* would 
hava tailed to qualify tot their credit card*. Of thla grouii, SS percent would 
have had Incoaei below $10,000, and 89 percent would have had Inccaea lea* than 
flO,000. Tbui, at thl* alnlaus credit acore, aoaa higher tncoae account bold- 
er! would have begun to feel the effecta of credit [atloalng. 

The iluilation repotted In table S.2 auggeita the credit rattoolng 
effect likely to result fros pcogreiilvely mart reatrlctive rate ceiling*.^/ 
A governBent-inposed tntareat rste catling probably would curtail bank credit 
card availability, and likely would have a greater l^act on lower incoat faal- 
11a* — the aaae taBllle* that typically have lea* accei* to alternative sourcaa 
of cradlt. 

At the aane tine that credit card tncerast rate lialtatlona Halt 
acceaa to credit by *ob* coniuaer*, they say encourage conauaer* who itlll can 
obtain credit earda to uae thtlr cardi ■ore Intenalvely than they Bight If the 
price of credit were at a higher, inregnlatad level. According to Che 1979 
Purdue survey, contuaer* used every type of credit card Bora fraqoantly in 

1/ A dlffereat siBulation of the l^iect of a uaury constraint oo bank credit 
card ovmecshlp was pecfomed by HUllaa C. Dunkalbarg in An Analyita of the 
Inpact of Race Regulaclon In Che ConsuMr Credit Industry," la ^Utlonal Co«- 
nlaslon an Conaimer Finance; Technical Scudlea . vol. 6, «ashlngCon, D.C.: 
U.S. Coverameac Printing Office, 11973], pp. 20-23. This slgiulat Ion used 
household data obtained fron the 1967 Survey of Consuasr Finance* Survey 
Reaearch Center Dnlveralty of Michigan. The result* of thla *taulation era 
quite liBllar to the effects portrayed in table S.Z. 
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■ than la tha fcoup of stataa with highat lixtaceat tate Ualta.^^ In 
addition, tha parcaotaia of tha a*«tl«bl« cEadlt Una* iwad by conauaan la 
4Tkanaaa ma hlghat tor aach tff of ear<t Chan It was Id the otbar atata*. 
Ovatall, card holdac* la Arkanaaa carrlad hl|har avaraga balaneaa oa thalt 
cradlt cards than couubst* In tha other atataa and oara lais likely to pay oft 
their tavolviog cradlt acconata aach aonth. 

Bffecta on Ratall Store Credit Card Availability and Product Frlcaa 

If a federally aandatad cradlt card cat* celling It Itfcely to result 
la batdi cradlt card Tattooing, ai auggaitcd by the Shay and Dinkelbacg atudy, 
vhat sitamatlve louTcaa of credit would reaalo available to rationed coaaiuMraT 
Ttw 1979 Purdue acudy found that conauaen la a coaatralaid market ahlEt troa 
•ourct* of caih credit, auch aa bank credit cards, to sources of sales credit, 
such aa retail store eradtt cards. 

The Purdue study provides Inforaatloa on patterns of retail store and 
bank cradlt card holding to states sifectad by aieh dlffaraot tate calling 
reattletlona. Tha proportion of all faBlliaa holding r«talL stocs cards to 
Lrkaosaa — 60 psrcant—vas aboot tha aaaa aa the S8 peccant abac* Chat held such 
carda in tha stsCe* vith laaa raatrlctlva Intarast rat* catllnga (t^U 3.3). 
The aurvey data also lodlcst* that atore carda ua wldaly hald by ylrtiully all 
faally gcoapa in all four atataa. 

Tha finding that ^praxiBataly equal proportions of faalUaahald 
caCkil atore credit csrde in Irkaosaa aa in the oChar chrea atataa staoda in 
■harp coatraat to the peCtotn of bank credit card holding noted earlier. As 
^stlonod, a sasllar fraction of taailias residing in irkanaaa held bank credit 

17 iee CM W9 '&««i»er financial Sytvay. Hooogcaph Ko. 12 (IHl). Credit 
faaearch Canter, banaett Graduate iefaool of M s n sgsaant. PordM SnlMMtty, 
pp. 57-74. 
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5 - la 

ciEds, ■■ ccopwad vith f«alll** living In othat statu. Than contraatlni 
findings htlp cooflra tba axpacttd affacta of rata calling cagulattooa . Dnllks 
bank credit card laaoata, tatall atora cradlt card laanara aa; partlr offaat 
tba affacta of caictletlva Intaraat tata celllnga by caialng tba pilcaa of ansa' 
producta that thajr aall.^y In othat worda, tatallara aay ba abla to taapond to 
a raatclccln Intaraat tata calling by BalntalntDg tba avallabllltr of cradle - 
card accoiuita and b7 coapanaatlng for any raduettoD In flnanca chatga lavanaa 
by tnctaaalog tba ptlcea of cattaln gooda. 

Evtdanca that aucb ptlca Ineraaaaa occur In acatea itltb Taatrtcttva 
rata ealUoga la preaentad In a atndy bf Gana Ljneb, vbo coaparad product 
ptleaa !■ Arkaoaai — a atato t<iat had a maglauB Intaraat rata of 10 pareant on 
all cypaa of ccadlt~to prlcaa la aurtouodlng atataa nhara rata calllnga wara 
hlghat>_' Ba fomd that sajor appllaacea coat aboat 3 to 8 pareant aora In 
Arfcanaaa — naarly 5 pareant aora on avataga — than tn tha othat atacea. 

rtutbar avldanca that product pricaa atght rtsa if a fadalslly aan- 
datad cradtt card rata catling vara adoptad la eontalaad In tha 1979 Furdua 
atudy> Ona finding of that asalyala waa that bank cradlt card laanara In 
Aikanaaa Chargad ratailara hlghat aarehaat diacount foaa than cboaa chatgad 
by bank card iaauara tn tba atataa «ith laas raatrlctl«« tata calllnga>£/ 

T7 The ability at recallars Co adjoat product pricaa In reaponaa to Intaraat 
rata calllnga aay ba conacralnad by praralliog aconoaic condltiona and, aa 
notad aarliar, 1^ coapatttion. 

y Tba ptoducta aoat likaly to ba affactad ara choaa that naually sra porehaa- 
ad tfttk cradlt earda— larga dutabla gooda In particular, Saa Gana C. Lynch, 
"Cooauaar Cradlt at Tan Pareant Slaplai The Arkanaaa Caaa,' raratCavllla, 
Arkanaaa: Collaga of Bualnaaa, Dolnralty of Arkanaaa, 1969. 

2/ Saa Robart U. JohnaOQ. "KaCallata: CKC 1979 ^redtcoi Surray,' Monograph 
Ko. 19 (1980), Cradle laaaarch Cancar, Kronaert Graduate School of HanagaMnt, 
Purdua Vniiataicy, pp> 11-12. An aaaoclatloa batveen a lov bank cradlt oard 
rata catling and a ralattraly high aarehani dlacount-raca «aa alas fooad la 
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Ai with otb«E CMti. rat^lara will ttk to Dffa«c thaw htflME (••■ by ct«t|- 
iDS hlgbar product prlcu. One couaqiMnc* la that conaaaE* >tw da not oaa 
CT«dit caida may aubaldiaa tba coat of piovldlBg cradlt card aarvlCaa. Sine* ' 
lowar Incoaa faalllaa that bava Italtad accaaa to cndtt mi» haavtlj Eapraaanc- 
■d In tba gzmp that pmchaaaa prodncta anlnalvaljr hj oalng caah, a national 
cradle card rate celling ^aj fall Bora beavlljr on thia group of conauaata Chan 

•• on....!' 

In ■uaaai7, raaearch chat reflaota the expatlanca of tndl*ldnal 
acatea auggaata chat Che Ispoalcton of a fadatalljr Baodatad cradle card Incar- 
aat rate calling alght advetaalr affect aeaj conaoaata. PraTloua atadlea have 
found that tighter celUnga on ccedlt card tnteraac tataa raaultad In cedueed 
avallabllltj of bank cradlt card aerrlcaa to conaunan — capcdally loavr Ineoaa 
taBlllM. Thaaa atudlea Indicate that conauaera alio eannoc obtain caah cradle, 
auch ai bank cradle carda, often auhatlcuta aeles cradlt. auch ■■ latatl cradlt 
catda. Prortdara of aalaa cradlt appear to offaet reduced tloaace charge raianu* 
at laaat In pare bj ralalog the pctcea of aoaa prodncta. Higher prlcae pocan- 
elallf efface ell cooauaara. However, caah purehaaera — chat Incloda a haav; 
concenecaelon of poorer faaHlaa- ^>ay b« parelcalarl]r dlaadvaneagnd becauae eba 
higher product prlcea the; pa; raanlt In a aubald; of credit card uaara. 

■ study of California and Waahlngcon card laauara. The aeudf found ehac eb« 
average Bcrchaat discount In California during the period Jaauarj 19T3 through 
Decenbcr 1975 wai Z.6Z percanC. la contraac la Wiahlngtoa aeaea, lAlch la- 
poeed a relatively low II percent rata celling the evaraga aereheat dlacoune 
was 3.1 pCTceoC. See Hanagenenc Analyila Center 'k SCudy of Benk Credit Card 
Frofltablllty for Banka Operating In the Statea of California and Haahlngton , ' 
Palo Alto, California (June 1. 1977). f. 19. 

1/ Of the faalllaa wlch InccMB balott fS.OOO In 1981, S* percent had no 
oucsteodlng conaumer Inatallaaat debt. In coDtraae. only 53 parcane of tba 
faalllaa ylch Incooea above }90k000 had no Inatallaane dabC. Saa lobert t, 
Avery aid otiwra, 'Survey of Canauaar TtnaDceei A Second Hapott.* Federal 
Reaerve Bulletin 70 (Decoder 19S*), table 4, p. <60. 
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KDLTIVASIATB AIULTSIS OF BANC CREDIT CAItD BOLDIHC 



To Investigate and laolaCe Che leparat* effects af varlotu aoctoeco- 
QOBle factora on baok credit card boldlnx, ■ wiltlvarlate etatlatlcal aodel uaa 
foraulaCed, Aald* tiom vacloua ■octoecoooalc vatlablaa (locoae, aga, education, 
race), the ssdel Incorporatei a lerlea of du^qr vatlablea that lerve to liolate 
the aeparate effect of residence in Arkansas aa the probablllcr that fanllles 
of varying Incoae levels beld a bank cTedic card. 

The «odel estiaates the prohsbilitr that a faally paittclpatlng in 



tbe 1979 Purdue stud; held a bank credl 
to b« a function of aeveral Tartablea 
of the cooBuaeri residing in thi four 
■odal Has astlaated using a maxima 11 
Variable definltlonaand loglt regress: 
ing pages. 



card. This probabllitr 1 
it specif T t 
itataa covered bj t 
illhood logistic (loglt) prograa.J^^ 
>a reaulta are presented in tbe follcv- 






Pcess, 1983. 
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TUUBLS DEFIHinWS 



IHCOHEe 

DCOME? 



f nrlabla 
r VST table 
r nttabla 
r TBTlabla 
r niiabU 



lemt loeoM faallli* 



rationing affac 
loHT-Biddla Id. 
faalllu 



1( (Mlly in 
octaacviK 


« batwaan 


1! (>- 5,9991 , 


W ra«lly in 
ottHtvlaa 


a-abatvaan 


[S 6,000- 8,9991. 


If faallj m 
D oCtMctftae 


^bawaaa 


IS 9,000-12, M91, 


If faallj in 

otbaiBlac 


^ba»..a 


IS12,S00-17,*99I, 


If fa^lf In 

otbcivlaa 


.OH bctnea 


IS17,SOO-19,999l, 


If tt^Xf la 
othanlaa 


OH baCNaao 


lS20,0(M>-2&,999), 


If (aally la 


jmt baCiraaa 


IMS, 00-529,9991, 



ige of family head (^a 

hlghaic grade coaplaca 

If faalljr bad la uti 



eoM baCHaan [«0-I7,499| 
ibla - If esnauoac raa 
1 If cooBUHT leaidaa In 



COB* bcCiraan [$17,500-24, 
variable - If codiukt 
ArkanaH, 1 if couumt 



COM batman [$25,000-29, 
variable - If coaauiwr 
Arkana*, 1 If conauHt 



faiilly bead (grade) 
If tanlly haed 



tslde* In anoChac 



bank cra4Lt card. 
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B - 3 

LOGIT KEGSZSSIOM RESULTS^ 
ProbaUllcr that a faally h«Ld a bank credit card 



VarlabK 


Coaffldent 




Standard erro 


^ 




T-atatI.tlc 


IMCOMl 


-.37S40B1 






29e3575E-0 






-12.6830S** 


TMcaa 


-.3303745 






32SS4B6E-0 






-10. 13890** 


IKCM 


-.2953601 






2848S72B-0 






-10.36e71*a 


IKOM 


-.1930169 






2678451E-0 






-7.206288** 


imxms 


-.*6T9*a3E-0l 






342236SE-0 






-1.367322 


IICtHS 


-.2TI5952E-02 






3356e24E-0 






-.80913 19E-41 


rwom 


-.1745266E-01 






316903SE-O 






-.55072*6 


UB 


.3120008E-02 






5t68014E-03 






6.03;i*9** 


BOOCTH 


-.3981672B-01 






289987 SE-0 






13.73049** 


RACE 


-.3067787E-02 






S2S26e9E-02 






-.S840408 


IKCSIl 


-.7787150E-01 






2540906E-0 






-3.064714** 


iHcsn 


-.1901949 






4108420E-0 






-4. 63 1648** 


tlK5t3 


-.4826190E-01 






S9B4898E-0 






-.8063947 


OOSStAOT 


-.S136044E-01 






SSlS39iB-0 






-.9312196 


•• Slgnlflca 


t at the 99 percent 




nfldence leval. 








1/ In Incerpreelng Che atgnj of the "tl. 
Mam Chat if the corresponding variable 1 
that a conaiiiitr held i. bank cred t card la 
able AGE. the coefficient 3120008E-02 Ind 
tha Bore likely chey mre to bold a bank c 
of the cotfflclaat* oo th« aet of duiuy va 

credit card tncrease. Tha T-.Catl»tlc co 


le coafflcl 
creaaea In 

catea that 
edit card. 
lab lea for 
bUicy th. 
u<v> indica 


enta, a poaltln sign 
value Cha probability 

tha older'a cansuaer la, 
Tba algn and nagnlCude 

IncoM, IMC(M1-IHC0K7 
a conauner held a bank 

ea tha laval of coofl- 



Co^utatlona baaad on data collactad by tha CKC 1979 Coaaiwcc Ftnao- 
dal SuEvay conducCad by tha Cradtt Reaaarcb Cantar, Kranaert Graduate 
School of Managment, Purdue Oninralty. 
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WBHORAMDUW 

Hay 12, 1986 

TO: Ed Hafua 

FROM: Gene Kathol 

RE: COMHEHTS ON SENATOR GORTON'S DILL - 82421 



debt losses 

of sharing such costs. 

2. He wants a disclosure of costs to the consumee up fcont on th* 
account solicitation (APR. annual fee and grace period > if any). 
I see no real impact with this proposal. 

calculation nethods". If the 
9 - hou can it be unfair. 

4. He sp*aka ol exhaustive explanations of balance calculations. 
Those which are exhaustive are no doubt that way because legal 
counsel foe the financial institution was trying to meet the 
spirit and the letter of a difficult law. Beg. Z. 

5> This bill Beans to set the price of credit at the national 

level. The variations he mentions are among the ways that credit 
grantors vary their product and pricing. 

6. Be indicates that "previous balance' and 'ending balance* 
methods are unfair. He also states that methods other than 
'average daily balance' are allowed if they are nore favorable to 
the consuner. He should realize that half the tine they are mors 
favorable to Che consumer. Thisi by definition i creates an 

7. Why pick on Visa and HaaterCsrd. Hhy not include Discover, 
Choice, Amei Gold and any other widely used consumer credit 
inattument including automatic advances fron checking accounts. 
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8. Although I agree that there are relativel: 
institutions which do not charge "average daily ha! 
thos« that do use other methods, regardless of 
consumers, would be forced to change methods. Th. 
several atatemenC changes for us and i 
importantly however i this bill io very dangi 
the Federal Reserve Board the task of def 
which a balance calculation method may be deemed 
daily balance...'. Practically speaking, no ei 
cc*dit until the Federal Beserve Board ruled 
methods and disclosure. The backlog of work 
Federal Reserve Board would last for years. Once 
credit card ioauers uere still in busineaa the c 
for beginning a new credit operation would be ex 

In my opinion, class action suits could be brought against any 
financial institution that charged interest that did not have the 
specific approval of the Federal Reserve Board for its particular 
method . 

9. One last point, although his connents indicate he only wants 
to address Visa and MasterCard, his bill states, 'For any open end 
credit plan involving a credit card under which credit nay be 
extended by a part other than the provider of goods and 
services...'. This bill then clearly includes all open end credit 
extended by any entity since most cards (even private department 
store cards} have acceso to outside services or goods. This 
includes overdraft protection, most private label cards, J.C. 
P«nney, Sears, Discover, Choice, Visa, MasterCard and most others. 
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Ed Hafua 
D*nnis K«tt«c 

S-2421 FAIR CREDIT ACT OF 1986 



net hod aors In 

. (amall) nightly ptocesBing tin*, but 

It could havB a big effect on our custoaars. housv«c. If 
int*t*st calculation becomes ireginented. banks nay look for oore 
blue sky to provide product dif Earsntation - probably not though - 
thoy are pretty creative already. 



Dim 

2. The thrust of the bill is to alow (stop) out of state banks 
doing large pre-approveds to generate a bigger base. We do have 
cuotoaera like that «hO poaaibly are being looked at aa a "bad 
actor' by Senator Gorton. Their growth prograne might suffer if 
the Senator can folloH through on his intentions to inpeds 
national solicitations. 

3. Senator Gorton's bill also relates to large 'out of state' 
issuers blanketing an area and not being subject to laws of the 
cardholders state of residence. 

It never occured to De beforei but if cardholder's state of 
residence becane the detecnining factor for interest nethodsi we 
would have to do sone tap dancing to accoinnodate and it could be 
an eipensivei negative influence on our nightly processing tine. 



„Gooi^lc 



A NEW FOCUS ON RETAIL CUSTOMER VALUES 

an article written exclosivety for: 
L OF RETAIL B, 



Since deregulation began in 1980, punditi and consultants have bean "bank bashing' because 
banters have been too slow to develop the products and services consumers allegedly want 

mercharidising of a broad array of financial services products. This new up-scale retail 
bank customer research project performed on the West Coast, however, flies right in the 

are not interested in complex new products or sophisticated new services. What they want, 
and appear less and less able to get, is personalized attention and recognition. They certainly 
do not perceive of their banker providing much else. 



Rebert O. Metzger is Professor of Managament (Adjunct! at [he Graduate School of Business 
Administration. University of Southern California, where he lectures in business policy 
and the management of financial inslitulions. Ha has bean a contullant to the banking 
industry for more than a decade. 

SiAhan Dvy is Assistant Professor of Computer Sciences, Indiana University - South Eait 

in Ihe field of market and statistical resaarch for a number of years. 
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A N«w Focui on Retail CuMOiii>tf Valuai 
by: Robert 0. M«tig»f 



Since deregulation begifl to envelope the banking industry In 19B0. i 
of pundits hav« berated bank management for its lack of marketing orientation, 
need! »ensttivity and imagination: and, have compared the industry Renerally and specifically 
to CM managenwnt in the mid-70>, strugglinii to lurvlve amid nuch more lophisticatad, 
cunomer-arisnted competition. These industry analysts and couultants have compared 
retail banking with nterchandlsing and talk freely and paiiionately about boutique banks 
and bankers learning how to manage financial supermarkets. Slowly the groundswell built 
until 19B3 when many in the industry were devoting much of their marketing budgets to 
new products and "High Tech" EFT jystemi development. Home banking and financiai 
counseling became the new buzz vrards, and a bank really wasn't 'de rigeur' unless tiie 
branch penonnel had been subjected to a course in personal money management or 
teiemarketing. Banks which had never had an MBA on the staff suddenly were developing 
full-flei^ed marketing departments. Vet, something else appears to have been happening 
simultaneously. Retail customers were becoming lei* enamored with their bankers. Servica 
diarges were being increased, branch staff was being cut to acknowlec^e ihe IncreaMd 
productivity provided by newly installed automation; or, loan officen were being pulled 
from branches hito 'hub' offices twenty miles away. A number of major banks, in an effort 
to cut personnel costs, have replaced customer service specialists answering telephones 
with automated recording devises to take messages. Further, many of the new prociicts 
and services developed were so involved that customer service personnel couldn't explain 
them 10 the satisfaction of depositors. In the center of this financiai services maelstrom. 

what the most affluent retail depositors really want from iheir banks. Thosi 
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Critical to these urgings by rarkeieen and consultant! alike to rtevelop ne* 
products and services should be in-depth customer-based research. However, it would appear 
that few such studies have been made public and those that have been published appear 

A survey of 3800 randomlv selected households In 19S3 show! liltle support 
for the 'financial supermarket' theory. The study (Avery, et al; -]9S5) goes on to point out 
that the rate of return to a bank can easily outweigh the aA'antages of contemporary 
canvenience-related services irrespective of customer tnccme levels. Several focus group 
studies coupled with large sample Interviews demonnrated that the typic 
now offers over 30 products and anticipates offering travel and real estate • 
consumers simply cannot process all these chanRos so they resort to old value 
frimdly leryice and convenient, modem facilities (Christy, 1985). This may, 
explain the continued resistance by retail customers beyond 65« In the use of ATM machines. 
This resistance Is a part of a broad array of psychological and sociological concepts including 
habit, primacy, dependence, *alf-di 
1983). 

In fact, quite in the face of ail this new product development, retail ci 
in general are satisfied with the levels of service they receive from their bank IMandel), 
et al; 1981). And a recent ABA study shows that, although there may be some concern about 
the general Iniage of banking Institutions, consumer attitudes toward their primary bank 
are very positive (MacMm. 1985). 

The major factors used by retail customers to evaluate their bank are flexibility, 
convenience and rate of return (Krane, 1983). And, these factors appear to continue playing 
the ntost critical roles. A recent survey of WO randomly selected households in five major 
SMSAs reports thai this trend continues. The majoriiy (70K-) use a bank as their primary 
institution, and their principal reasons for chosing the bank they did was Its proximity to 
their home, efficient service and perceived safety. Less than SK of those quiried chose 
their primary financial institution because It 'offered the services I wanted" (U.S. League, 
1986). 
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Coincidental Iv. another new survey of over SOO Ea» Coast rouil dipcaitars 
»howed that a majoritv were generally ulisfied wilfi their bark, would prefer higher levels 
of penonal service and actually resent much of ihe new proitict and services development 

Ilka (Cwin and Linemen. 1986), Such customer bias acpears to be backed up by behavior. 
too. Since deregulation, the financial services industry hai actually experienced 
dbappointment with respect lo Ihe level! of acceptance of direct deposit, bill paying, POS 
and hofne banli ing services (Reich. 1985). 

Vel, few banks seam to review the literatire or base new procbct or aerviees 
decisions off their own research. Wells Fargo may be the exception. Wells, while as internally 
automated as any other major retail bank, has held off home banking ai it appears to be 
a big 'tumoff ' for cuitofners of other banks (Benoit, 1984). 

But, more typical of the industry is the lemming-like rush to discount brokarage 
services without VKlfIc research or strategy. Of 160 banks surveyed by the Wall Strwi 
Reiaarch Croup in 19S3, 81% indicated thai titey offered or were planning to offer discount 
brokerage services. While 43K indicated that they had a vague but generalized objective 
in doing so of 'added" profit, fully 23« stated that they had no specific objectives in mind 
by introducing tha service (Blount, 1983). In fact, other than articles based purely on personal 
opinion or *0p Ed* type articles which are profligate in many bank ing magazines, the authcrs 
could not find any reported research which indicated tha majority of retail customer of 
any bank or SJW. are desirous of more services and products at their primary financial 
institution. This kind of literature might best be summed 141 by an article headlined, 'Banks 
Hiring Reulling Consultants for Kelp in Becoming Financial-Products 'Stored'. It cites 
the efforts of a major mid-West bank in Its efforts 10 find now customers. A consultant 
b quoted as stating ihat his firm assists banks to merchandise their services to the level 
of the Nieman-Marcuses, the Bonwit Tellers and the Bergdorf Coodnans by having insurance 
agents, travel agencies, tax praparers and financial consultants in separate areas of large 
branches to give the invression of a true i^scale retail financial nterdianditer (Walner, 
1986). To read the article one would tend to believe this is what the leaders In the industry 
are doing - the wave of the future. But, at the close of the article, Ihe reporter notes that 
so far the insurance agent and the realtor find few customeri seeking them out. 
Unfcrtunateiy. it wouid appear that many bankers do not choose to distinguish iMtwaen 
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The West Oust Stud^ 

To help clarify this situation for a S200MM West Coait community bank and 
to aid it in its offorts to develop ihose naw products and services desired by its upscale 
customers, the authors developed a detailed product and services oriented questionnaire 
to test retail customer preferences and decision factors relative to their banking 
relationships. The basic questionnaire had been used and nwdified several times with various 

which serves a particularly affluent marketplace in an already affluent area of Cafifornia. 
19B2 per capita income in ihe County is estinnaied in excess of 122,000 while the bank's 
retail customer income averaged in excess of $eO,000 in 198;. The questionnaire was mailed 
to every retail checking account customer with a balance in excess of $1,000 (appronimately 
4,500 accounts) with the questionnaires segregated between those customers with balances 
in checking, NOW, money market checking or money market savings accounts between 
»1,000 and J9,999 and those with balances of 510,000 or more. This J1,000 cut off was 
a reflection of Pareio's Law at the bank, i.e. these customers represent that 20% of all 
accounts which, in turn, make up BOX of all retail checking deposits at the bank. It is 
ihis segn'tent of depositors which every retail bank would like to expand and most community 
banks consider it Itieir 'prime customer' segment. Only one mailing was made with a 
personalized cover letter from the president of the bank asking customers for their assislanca 
witii respect to new services development. 

The (pestionniare posed 27 complex questions, principal among Ihem tieing 
a review of 23 general retail banking services. Customers were asked whether or not these 
services were used at their primary financial Institution. A similar review of some 13 special- 
ized services not currently offered by the bank was performed also, and customers were 
asked if they would use these services if their primary bank developed them. They Included 

banking. Another set of questions reviewed the importance of 2* factors vis-a-vis the 

of the interest rates paid on various products; an identification of how and where customers 
learn about new financial services; how many and what kinds of accounts customers keep 
with various financial services institutions; and, a review of how customers invest their 
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affluent area cannot be trantpcsed to reflect the preferences of all retail iMposilors acrosi 
the nation, the authors intentionallv posed ^e questions abojt the respondents' prlmarv 
fliancUl hstltutian, which, in the case of over 20* of these customers, was not the bank 

in mosl respects with those of prii 



Some information should be provided on the demofiraphic findings of thii p^up 

mearcti would provide samewhal different results In the Loi Angeles barrio or the Unwr 
East Side of Manhattan. The response of almost 900 customers from the original 4,500 
was particularly robust. fiOK of those responding provided the bank with additional hand 
written comments after filling In the very exhaustive quest ionni are. The demographics 
of these retail deposHori ifiow that (he larfiest single group, over 2BR. are professional 
pncple. 66« are married, while over 80« own their own home. Over 65K of the respondent! 
have a family income in excess of tSO.OOO and more than 7SX have annual Incomes In excess 
of 5100,000. 92* Slated that they have some college education, 69% are college graduates 
ttid 66.2% of the spouses have some colleRe. 29K attended graduate schools. While 75* 
stated that they were between the ages of 35 and 6*, fully 7511 of the married respondents 
staled thai they have no chil<*en living with them. Their children are either grown up and 
gone or away at school. In ^te of these income levels, over 504 of the ipousas stated 
Itat they work hdlttme Mid mora than one <n four of them Is « profesaianat tifacXar, tawytt. 



I found that most of these affluent retail b 
« principally a custcnian of their liquid assets, close to home, whereby 
lent access lo them. Beyond this, these depositors <to not perceive 
itionship with their bank or its staff. It would appear that they already 
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isior and iruit advisors, CPAs and tai aiiwneyj, major 
I, full lime inveiiment advisors. After 50 years of being 
banters are not thought of in this coiiie«l nor do these 
retail customers perceive that their banker c»o do a credible jab in these areas. To the 
conirarv. over 85« of these retail customers stated that Ihey do not now use nor do they 
have any interest in any of the new products or services proposed ftr developBfnent In the 
sirvey by their primary financial institution. The remaining 15K or less of The responses 

inleresled; however, in many publicized areas such as home banking, telephone bill paying. 

that They would ullllie these services if they were offered, I4> to 30K stated that they 
absolutely would not seek such services from their primary financial Institution even H 
they were deveioped. It is this vehemence of rejection, more than anything else, which 
communicate* much of the customers' perceptions. 

Finally, in summary, what is of prime importance to these customers is th* 
level of attention and recognition they receive when they do visit their bank. In the hype 
of the industry today. 'High Touch' won over "High Tech' by a margin of 11 To 1. 



[Retailed Raiults 

X Canaral Servicn Utilliation 

Customers were askech did they currently use any of n 
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ATM Machines 


ST.6% 


Travellers Checks 


56.8% 


Owit-aft Protection 


S4.0fl 


Safe Deposit Boxes 


«.2» 


Bulk -By-Mail 


«.9% 


Money Market Savings Accounts 


41.0% 


Regular Savings AccDunti 


40.S» 


NOWAceoonls 


39.7% 


CrecitCartfa 


38.7« 


Money Ortteri 


33.6* 


Personal Line of Credit 


28.8* 




28.7% 


Money Market Checking Accounts 


28.211 


Certificales of Deposit 


20.1% 


Auto Loans 


17.6% 


Direct Deposit Services 


16.3% 


IRA Accounu 


15.5% 


Direct Deposit of Social Security 


15.1% 


Mortgage Loans 


7.2* 




6.9% 


Payroll Savings Plans 


4.9% 




Heavy User CItistef s 

Singles, Profeiiionali 
>S50K IncomeCroop 
>150K, Professionals 



>S75K,<S25K.l-<oineowne 
>I50K IncomeCroup 
>S50K IncomeCroup 
>J50K IncomeCroup 
>t50K, Females 
>S50K, Homeowners 
>JSOK IncomeCroup 
Males 

>S50K, Professionals 
Married, Professionals 
Over 60 Croup 
Married 

Married, Professionals 
(2S-S0K Croup 
>S50K,MaiTied 
hLA.(too few) 



The respondents also were asked to state If they were Interested In some 13 specialized 
servicss, many of them on (he cutting edge of retail banking today. Specifically, customers 
were asked: if their bank developed these particular products, would they >' " ' 
of the lervicef 



Srvice Offered 



Customers Interested 



Customers Rejecting' 



Escrow Services 


11.8% 


•W.6% 


Estate Planning 


12.3% 




Trust Services 


9.0% 


ii!o% 


Hoirw Banking 


9.0% 


5.7% 


Company Retirement Plans 


3.1% 


<1.0% 


Tax Preparation Services 


1.0% 


26.0% 


Tax Planning Services 


10.0% 


13.0% 








Discount Brokerage 


13.2% 


14.3* 




<1.0% 


18.2% 




2.4% 






15.0% 


15.0% 


Insurance Brokerage 


p.s% 


19.1% 
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3. Magnet Faclori 







were most important to 


leleclion of their primary bank. The following 




and the TO most important factors appear to (x 


incide closely with the results 


Bank Marketing AsKKiation survey. 




Factor * Cmtoir 


«"■ '^"l Imporlanf 


Accuracy 


96.8% 


Quality of Overall Service 




9% 


Friendliness of the Staff 


9" 


6% 


Speed of the Teller Lines 


90 


1« 


Insurance on Accounts 




5% 




BB 


4» 


Branch Close to Home 


86 


0% 


Expertise of Contact Officer 


84 


3» 




73 


S% 


Rates Paid on Deposits 


73 


3% 




(•*A% 


Extended Hours 


63.B« 


Branch Close to Work 


S3.3* 


ATM Machines 


S7.B« 


Good Drive-Up Facilities 


53.5« 


Rates on Per»r.al Lines 


51.9* 


Attractiveness of Bank Building 


so.on 


Rates Paid on IRA Accounts 


At.-iV. 


Rates on Installment Loans 


«.S% 


Scope of the Branch Network 


3b A% 




32.7% 


Branch Close to'shopping 


23.2* 


Statewide Offices 




Referral by Bank Employee 


20.S% 



4. Nuntier of Bank* Used md Frmiuencv 



:y used, and. with respect 



Two 
Three 



* of Customers 

1S.3« 
3S.3« 
28.9% 
10.5« 
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n^iiv 










i Per Week 




Onrn 


Pr. 


'Week 




?-4T 




1 Per Monlh 




Once 


Per 


■ Month or Less 






,IT, 


ime to Primary 


Office 



» of Cjstpmers 



Armost 600 of the 900 (eO«) rMpondenis cited Real EitJte with 405 (46K1 

included their hoine In the definition of Real Estate ai an 
investment but the assumption is that most people did. 

b) Savings Accounts 

Second only to Real Estate, Savings Accounts were listed 2S7 times [32.5K) 



e) Common Stoclis 

Far behind Real Etlal* and Savings Accounts. Common Stock was cited 
■s the primarv Inveslmeni in only 187 cues, 14B timet u the itcsndarv 
investment and 141 times as the third most important inveslmenl. 

d) Mutual Funds 
Almost tied with Common Stocks were Mutual Funds with very similar r< 

e) Certificates of Deposit 

Closely behind Mutual Funib were CDs with 157 cases of primary eftalipn. 

f) Other Investments 

Bonds, Insurance and Collectable! were well behind all of the other investment 
vehicles. 
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Primary Bank 36.6% 

Ortwr Inllituiion 29.2* 

Bank other than Primarv Bank 20.1% 

Credit Union 13.BK 

A key observation here is that while 45* of lh« respondents Mated th 
to handle thieir Inveslmenls, Slocks rated only third on the tiSI of p 
and fewer than 5* of all re*pondents listed Iheir broker as their primary 

i. Financial Information Sources 

The respondents were asked Co list their principal source for informatior 

Inf nrmalion Source * of Ciatomert 



Nevr^uper Adi 

Special Mail Fliers 
Lobby Displays 



7. Customer Satirfaction Matrix 

Finally, relative to the results to be reported in this arlicle, cuslomers were i 
of questions pertaining to their perceived levels of satisfaction at their prim 
Intlitulion. The results of these questions have been combined into a matrix w 
tita latiffaction customers have with their primary bank relative lo the perc 
have as to the adei^acy of the products and services currently provided. This m 
bekxr and shows the income groiqis predomhtant In each guad-ant. 
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58.5% 
iiKomw <S50K 


<even dislribution) 


16.5* 
incomn >I50K 


4.1» 
incomes >i75K 



■i (Qd 1> perceive that 

their primary bank currontly providw ihem with a jufficient array of products and services 
together with a high level of perjooal service. Further, proporliooately more of the custom- 
er! with annual income of less than I50K seem lo share this feeling. Only a negligible number 
(4«> of all customers (Qd 4) feel that iheir bank fails to offer both a sufficient breadth 
of products and levels of personal service and attention. We alio find highier Incidences 
of this dtssatlafaction among the most affluent customers who are more demanding In any 
■venl. In sum, 75K of all these retail customers perceive that their primary bank offers 
a broad enough range of products and services to meet their needs, while t*i to SOft of 
them feel that they are receiving satisfactory levels of personal attention from the bank. 
Thus, if this bank can be used In an exemplary manner, only 2 out of every 10 retail customers 
appear to be in need of something more in products and services, and these are most likely 
to be the most affluent customers. 



The implications of these findings are manifold. It will take months to appreciate 
fuHy the conclusions to be *awn from the complete findings let alone the partial results 
reported here. However, the principal implications are clear. First, very affluent retail 
bank cuilontert have a variety of relationships with various inslfiuiions. They do not feel 
it i( Important for any orte bank to provide them with what industry executives have been 
led to believe is a "broad range of products and services', nor does the FDIC's $100,000 
limit on any one account seem to encourage 'one-sCop' banking for owners of large CDs. 

access to their cash through ATMs, extended hours and drive-ups. 
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Se opinion of the aulhori that as a result of SO years ot government resulation. retail 

IS such as CPAi and investment advijors. After so many genefations of these kinds 
i people that a bank could suddenly 
ought of giving up their relationship 
r to allow a banker to take on tho«e ralss is beyond 
. All they really want from their bank is that their 
'custodian' provides safe keeping and book keeping services quickly, accurately and with 

average, only lO^fr of all retail customers seemed interested in the 'non-custodiaf products 

A Mcond major implication is that interest rates and product variety are not 
a* Important as the level of personalized service. In rwlewlns four major interest boaring 
•ocomts, the revoMferts had no idea what Intarett rats they wers being paid in fn«r (&% 
of tha cant, while an additional 15-20% of the respondents slated that they were being 
paid a competitive rate when, in fact, local S&Ls were t>ayinB more. This follows closely 
the findings of the malrlK whereby customers receiving a lot of 'High Touch' service 
perceived that the bank had a broad range of products and sarvicet when, in relationship 
to other very large banks, II does not. Throughout the survey, customers asked only for 
more tt-lve-ups, longer branch hours, more ATMs, and service with a smile. As observed 
in previous studies conAicted by the authors involving other banks, it appears thai more 
and more retail customers are establi^ing financial relalionAlps with in-house workplace 
facilities such as credit unions for their convenience and easy accessfcillty. In turn, especially 
large credit unions are responding lo their patrons' needs by offering more banking products 
such as NOW accounts, personal lines of credit, short and long term investment instniinents, 
travel services ar>d prestige credit carA. 

A principal finding of the Virginia stutf^ (Cwln and Lundgrin, 1986), one which 
was strongly supported in the West Coast research, b (hat customers are really not interested 
in their bank davelcping a broad array of new, technologically sophisticated products. The 
reaction to Home Banking on the questionnaire was minimal while the thought of bankers 
entering the Tax Preparation or Investment Advisory fields met with outrfght skepticism. 
If these results are any reflection of national trends, ll would appear that about one third 
of the products and services currently offered by typical community banks are not used 
insufficient volume lo justify their continued survival. The majority of these respondents 
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for tht laval of ratatiomh^ >'»)' <" 

A furthef implication from thew findings is that even among Ihe most affluent. 
It»ore and more marriages see both partners working, not only to incrcas* life ityies. but 
aim to tak« advantage of and utiiiie newlv affordable education levels. As a result, the 
concept of a "housewif*" managing the accounts of the family and being someone "free" 

right (Tchaic! Explicit in this impiicalton is that retail bankers must find a way to open 
the bank during those hours most convenient to their retail cujtomen not just their merchant 
accounts. In other, recent non-related research, almost half of all surveyed consumers 

this issue, they will have even less interface with their key depositors and less and less 
opportunity to provide them with the "High Touch", personalized service levels Ihai they 
reaMy want, f jrther, as retail customer traffic in the branches ^ies up even more, Che 

phenomenon is demonstrated by the fact that more than 44* of the customers surveyed 
use Bank-by-Mail even though over £5% of them Jive within 5 minutes of a branch office. 
Drive-up facilities, if they are open after hours, and ATMs on the weeiiend* are the second 
most convenient means of bank interface. This, in turn, implies that retail bankers will 
never get to practice much of their newly developed sales skills on their busiest, most 
affluent customers as they seldom come into the bank. Th« research also Implies that while 
these prime customers are exposed lo a lot of promotions by various financial imlitulions 
on television and radio and in their morning newspaper, they either "tune out" or do not 
give such promotions sufficient credence to warrant detailed attention. Depositors focus 
itroogly, however, on their monthly statement stuffers. 

A fourth major implication from the findings is that while affluent retail 
depositors mav dauble in stocks and bonds, whether they earn 125,000 or SIW.OOO a year, 

their liquidity accounts at their primary bank and in their S&L their second most Invortani 
appreciation. Fcr example, while a customer's $10,000 CD may not be very important to 
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the family doing business with the bank. It Is (heir savings which they hi 
the bank for safe lieepinR. They want to place thai depos'i with a banli 
more signals which communicate the bank's pleasure at having the busineii. 



It must be remembered that these findings reflect onlv the altitudes and values 
of a uniquely affluent poup of customers belonging to one specific bank and cannot be 
indescriminanllv used to describe atl or most customers of other retail banks. However, 
the findings of the Virginia research which was condicted al the same time among middle 
income depositors couiled with the January 1986 U.S. League survey support strongly the 
general findings of this research. As a result, the authors believe leveral strategic issues 
must be raised as a result of the findings. These strategic lessons are signiricant. too. 

Foremost might be the finding that product drvelopment, especially In the 'High 
Tech" area, appears far leis important, neceijary or desired than the further enhancement 
of penonallied service levels hi the branches. This 'message' from the research files in 
the face of a broad an-ay of strategic steps taken over tlie past few years by retail banks, 
many of which have consciously decreased the 'High Touch* aspects of retail banking in 
lieu of 'High Tech'. Clearly a reassessment Is needed based on fundamental 
customer-preference and psychographlcs-based research. Schmenner (1986) displays a Service 
Process Matrix which demonstrated more and more banks moving diagonally toward the 
upper left from the lower right, "High Touch" toward "High Tech". These results infer that 
customers would prefer to see the movement down the diafional, not i4> it. 

A corollary to this finding Is that such a high degree of aciilti are working In 
the mid-19BOs that the traditional branch hours of 10 am to 3 pm serve only a minority 
of customers. Some new and highly creative solutions must be found if the relationship 
between retail banks and their best cuitomftrs is not to be relegated lo something akin 
to one's relationship with the telephone company IMetzger and Rau, 19S3). Whether this 
blue It best add^ssed by finding new ways to service customers in their homes or by finding 
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coit-effecliva ways to operate branch officet etpeciallv in bed-oom communities during 
totatly different hours, is y*t to b* determtntd. 

A further strategic leuon would be thai while the very largest retail banks 
may continue to |3erform "High Tech' product research and development, for most banks, 
•v«n large regional banks, they will not have segments of interested customers large enough 
to justify adopting many of the** latesi concepts including Home Banking. It, along with 
Telephone Bill Paying, does not appear to be of interest to these upscale depositors. Further, 
■ft* appears to have little to do with the issue. For exan^ile, while our KKvey showed twice 
the level of acceptance for these services among those under 35 years of age as those over 
JS tfiovid they be offered, the rates are so low, 1B» versus 9% in Home Banking and 16« 
versus BK in Telephone Bill Paying, that they are insignificant raw nun^Mrs to the bant. 
Certainly, they represent far too few customer for the insiiiuiion to expend the funds to 
develop the services. With barely 1S% of all respondents under 35, the youth mariet has 
little Influence. It must be pointed out. too, that given the extraordinary levels of affhienca 
amxig this survey base, it is not surprising to find so few customers under 35. 

Far more important, we feel, are the overall levels of acceptance by both age 
categories to the bank's overall service levels. Returning to the four-box nutrix diq>layed 
above, while 78« of the over 35's stated their overall satisfaction, SOK of the laider 35's 
felt they were adequately served; and, even though this bank did not offer much in the 
way of EFTS or htome Banking In particular, while 7A% of the over 35's stated they were 
satisfied with the prot^ts offered, 77% of the under 35 o-owd ap-eed with that position. 



Finally, in the area of strategic lesions, one cannot escape the entire issue 
of creifbility beyond a safe keeping relationship. While bankers have been quick to adopt 
a broad range of new services in a very short time, the marketplace appears nowhere near 
as quick to accept that bankers know what they are doing in those areas. Retail baiAers 
must realize that they cannot change their basic image with customers from that of ci 
to that of creative invesuneni advisor in |ust a few short months or even ye) 
large image gulf to span and may take several decades and a generation a 
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e mariceting tauon* to be derived from this reKvch are ■quilly important: 
e devalocment of any specific marketing plant or strategies in response to 
■■ goBi far beyond the scope of (his article, some discussion of the isiuei is 



omomen. And unles branch ham are to change ttaitically from the traditional 10 am 
to 3 pm. than Ihe level of committment to in-branch cross selling and more expensive, 
sophiiticatad CSRs should ba raavahiated. Certainly it appears that such efforts, whatever 
their results, are not impacting the banJt'i most valuable dcfusitors nor does It appear logical 
thai such efforts vrould atract more luch i«BCale customers who are too busy to come in 



would appear appropriate by having branches 



■nuniliei span from, say, noon until six or eight in Ihe evenings. Many 
bankers talk about how expansive such efforts are. yet these sante bankers would appear 
to Ignore the expense of addiiional EFTS development unwanted by most customers. A 
conimunitv er upscale retail bank 'invesling' In branch liours convenient to the bank's bast 
depositors might tvn out lo ba a staNv investment! A number of banks and thrifts in New 
England are now operating their branches with i^ to 65% part time staff, staff that Is 
intelligent, dedcated and loyal but which cannot work a full eight hour shift for a variety 
of reasons. Again, while (his is batter covered In a taperate, additional article, several 
institutions have found that if they use die 25-40 year oid mothers from 11 to 3 and the 
young singles after 3 pm, there is a great deal of employee satisfaction and a successful 
use of the tediniiyie known as 'job pairing*. If an instilution uses this kind of teller, clerical 
and CSR labor, with no fringe benefits, such a branch might actually be less expensive 
than ■ current branch staff with full time employees, open during traditional hours. 
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Additional research viouid wpear appropriate, loo, in the area of regionalltv 
of cuitomer biaKS. Issues sucli as degrees of EFTS acceptance. siicce«« of limited POS 
facilities, ATM uiage levels, demand for ttii/e-upi. etc. all seem lo vary, often midely. 



Also from a nurketma >tanck>oint, tti« entire preinlM fostered on the banking 
Industry over the past five vears that attempts to turn retail banks into inerchandisers 
needs to be reformulated (Goldberg et al.. 1982). It is vparent from iIm research that 

form of giant financia] si^jermarket. Those bankers are only digging their holes deflfler 
in any event a« teller and CSR turnover continues at 1980-82 levels in mwiy bv)ks, and 
training costs attributable lo more sophisticated prodicts continue to rise. What customers 
appear to want is something much mart fuidaniantal and akin to the basic relationship 
they had prior to deregulation with, perhaps, the one caveat that they get ■ market rate 

on the one-stop concept. Certainly Sears is not appealing as a merchandiser to the market 
segment addressed by the authors' research, so l( is unlikely that It will appeal to it as 
a financial counselor. On the other hand, less discriminating, leu experienced Tnarket 
segments may well focus on a Sears-type acfiroach to the extent that If Sears satisfies 
their merchandise needi. as they acQJnulate some level of savings, these less affluent 
depositcri will decide to bank and invest there. The probAility of such a Hxxati increases, 
too, when the ability to borrow easily either directly or through the Discover car4 is added 
to the campaign. Then again, Sean never has announced that it was going after the customers 
of U.S. Trust or Morgan Cuai-amee. The real battle here is with those banks outside major 
metropolitan areas, where, In ligh: of this research, acthie, affluent customers are demanding 
ever greater personallied service tevels in preference to anything else. 

Perhaps the most important lesson, again. I* that no bank should allempE to 
develop or Introdtice new retail products or services without performii^ customer-based 
research to determine which customers, if any. will use a service and if that segment Is 
sufficiently large enough to provide for a return on the investment in the new service's 
development, marketing ai> 
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MODIFICAIIOHS TO S. 2421 



Th* purpoi* of any dlacloauia lagialaclon ahould ba to provlda 
cODBuaers with naanlngful coat Infonwtlon UlCh uhlch to ahop for 
cradlt. Tbia purpoaa can b* accoapllahad by providing conauneTS 
with aaaantial coat InforMttlon lo Mailed aollcltatlona. 

The nOBlnal APR. uiDual fa*, and the abaanca of a graca period are 
tba iiioat Significant coat eoapoiuDta of credit tranaactlona. The 
Initial dlscloflure of these Itans would provide consuBara with 
neaulngful infomacion with which to aaka a almple coat aaaeaaBent, 
theteby aaalBtlng Conauners !□ choosing the beat credit card to fit 
thalT credit naada. 

Saara reco^unda dalatlng tba dlacloaura raqulre>ent for "other 
cherges" dBsoclated with the leeuance or uae of the credit card. 
"Other charges" can he construed broadly to Include faaa such aa 
late fees or returned check charges. ConBumers generally do not 
choose a ciedlt card based On these penalty fees. Current 
requlremence of the Truth in Lending Act provide dlacloaura of theae 
teras before the first transaction Is Bade on the credit card. 
Seara bellcvea this Is the Boat appropriate time to aaka such 
disclosures. 



MAILED SOLICITATIONS ARE THE PROPER DISCLOSURE VEHICLE: 



> the 

aevaral practical probl*>a saaoclatad with making advance 
:8 In advertisements, particularly for a national retailer 
lars. First SearaCharge must comply ulth 30 different 
I governing credit rates and terms Full disclosure of 
led state rates and tema In an advert lEe me nt printed In a 
.1 magszlnc would be coapllcated and extensive and as a 
May actually create additional coofualon for conaumers. 

Secondly, terns disclosed In an advert laament nay change and material 






Outdated Information would confuse rather than 
' underatsndlng o 
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iqulrt full dlscloi 
nerchaDdlse vhlch aloply state thsc tl 
uBlng a credit card This clearly goi 
dlBcloBure legislation vhlch Is to pri 
iDforaation In solicitation* for 



Id advertisements for 
consumer may purchase gooda 
beyond the proper puipoae of 
Ide meaningful cost 



iqulclng Initial dtsclosuT* 
Ive and could confusa crmsunars rather 
coats. Therefore, the 



For thase raaaons, Saars belli 
In advertisements Is axcaaalvi 

e their understanding 

, LEGISLATION SHOULD AKEKD SECTION 143 OF THE TSDTH IN LENDING ACT: 

Section 143 of the Truth In Lending Act currently provldaa guldellnea 
regarding proper disclosure in advertisements which promote open-end 
credit plans Since mailed solicitations arc alolUily designed to 
pro*OE* the extension of consumer credit any leglalatlon to require 
Initial disclosure of credit terms in pronotlonal Baterlals should 
appropriately aBend aectlon 143. 

Should Congreaa decide It la neceeaary to create an enElraly new 
section of the Truth In Lending Act dealing with diaclosure. It Is 
essential that at the save time Inconsistencies between that new 
section and the existing advertising section be resolved. These 
resolutions are necessary In order to help credit grantors know with 
certainty what disclosures are necessary and assurea that the 
disclosures and advertisement requlTementa do not create an even more 
confusing situation for conauBera. 



Disclosure legisletlon should provide creditors with the necessary 
flexibility to either disclose to the consumer only the rataa and 
terms that apply to that particular consumer at the time of 
solicitation or, to dlscloae the rates and terms offered by the 
creditor to all consumers In the various states in which the creditor 
solicits new accounts. 

In addition, any disclosure legislation should provide e creditor 
with the option of satlafylng the diacloaure requirement by including 
a copy ai the entire credit agreement which meets the full disclosure 
requirements of the Truth in Lending Act. 

DELETE MANDATED AVERAGE DAILT BALANCE CALOnjkTION HETHOD: 

Saars Is firmly opposed to any federally mandated reatrlctlona on a 
creditor's •billty to price credit services — such aa federal 
interest rate caps or mandatsd balance calculation methods. 



)vGoo'^lc 



DEPOSIT 
SEP 16 1986 
Si PFD 



""a, 6059 



53 BR 



61-654. <312) 

liaozKb.L.OO'^IC 



„Gooi^lc 



„Gooi^lc 



3 6105 045 184 293 



CATC DUE { 





































































































STANFORD UNIVERSITY LIBRARIES 
STANrOW, OUJFORNIA 9430S-<a04 



„Gooi^lc 



